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About Nalco

Nalco Helding Company {NYSE: NLC) is depasits, or in production processes to engineered solutions and services.
the leading global provider of integrated enhance process efficiency and improve These solutions and services enable
water treatment and process improvement our customers' end products. customers to improve their business by

services, chemicals and equipment ! . increasing production yields, lowering
i ) ) Through our sales, service, research ) i )
programs for a variety of industrial and . : manufacturing costs, extending asset life
o and marketing team of more than . ) :
institutional customers. Our products ) ) i and maintaining environmental standards.
. . 7,000 technically trained professionals, )
and services are used in water treatment : We offer the broadest product portfolic
o ] we serve more than 70,000 customer ) )
applications to prevent corrosion, ) I o in our industry. :
o . locations, We focus on providing our
contamination and the buildup of harmful

customers with technologically advanced,
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Financial Highlights

(dolters in millions, except per share data)

Net szles
Operating Costs and Expenses
Cost of product sold

Selling, administrative, and research expenses

Impairment of goodwill

Amortization of intangible assets
In-process research and development
Business optimization expenses
Sponsor monitaring fees

Sponsor monitoring agréement termination fee

Suez management fees
Loss {(gain) on sale of business

Operating costs and ex;‘)enses

Operating earnings {loss)
Other income (expense), net
Interest income

Interest expense

Earnings (loss) before income taxes and
Income tax provision (benefit)
Minority interests

Net earnings (loss)

Net earnings (loss) per share—diluted

Weighted average shares—diluted (millions)

Statement of Cash Flows Data
Operating activities
Investing activities
Financing activities

Other Financial Data {unaudited)
Adjusted EBITDA*

*Discussion and reconciliation ‘of Adjusted EBITDA ta net earnings is included under Item 7 of our 10-K.

Balance Sheet Dat:aI
Cash and cash equivalents
Working capital**

Total assets

Total debt (including lease obligation and current portion of long-term debt)

Tota! stockholders’ equity

Note: Results for 2003 are reported in two periods to reflect the purchase of Na'co on November 4, 2003 by The Blackstone Group, LP., Apollo Management, L.P., and

The Goldman Sachs Group, Inc. from Suez 5.A. The purchase resulted in 2 new basis of accounting for Nalco,

**Working capital is defined as current assets (excludlng cash and cash equivalents) less current liabilities (excluding short-term debt and current portion of long-term

debt) and excluding related party balances.

$4,000

$3,000

$2,000

$1,000

Net Sales

(in mithors)

$3,603

‘02 03 04 05 06

Adjusted EBITDA*

Nov. 4, fanm. 1,
through through
Dec. 31, Nov. 3,
m 2005 2004 2003 2003 2002
$3,602.6 $33124 $30333 $ 4601 $23065 F26443
76.5 1,832.2 1.5788 2499 14229 12760
113.5 1029.7 1,038.8 1747 892.4 9821
— —_ — 244.4 —
70.1 816 96.3 15.4 689 89.2
_— — 1223 —_ — —
9.5 256 1.7 0.8 203 328
— -— 1.2 1.8 — —
_— — 350 —_ — —
—_ — — — 29 3.1
—_ — — — 52 (109)
3,169.6 2,969.1 2,884.1 442.6 2,3570 23723
433.0 3433 149.2 7.5 (50.5) 2720
(4 4) 3.1 (108) (| 0) (5.2) (4 4)
8.4 10.2 7.1
(212 o) (2580)  (250.8) (49 6) (327) (38 5)
minority interests 165.7 96.8 (1022} {32.5) {85.3) 2369
58.9 433 308 (83) 687 105.2
7.9 (5.7) (5.8) 0.1 (4.2) (3.3)
$ 989 $ 478 $(i388) $ (24.1) ${1582) % 1284
$ 067 § 033 $ (142 & (027) — —
146.7 146.6 977 90.6 — —
$ 2848 $ 1999 § 2375 $ 887 §F.1444 § 323
(99.6) (75.9) 722y (41451 - (123y  (1261)
(179.6) (1259) (232.8) 4,130.3 (234.2) (232.7)
$ 680.1 § 6030 $ 5853 $ 920 $ 4659 § 5468
m 2005 2004 2003 2002
$ 373 § 308 $ 333 $ 1000 3 1205
560.9 4980 4242 3987 2408
5,656.5 55524 59319 61638 64864
3,188.8 32668 34425 33147 776.2
890.9 7055 7104 1,069.0 35892

fin milions)
$500
$250 I o 4 trough Dec. 3i
B i o Nov 3
0
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Dears

“Our 2006 results
represented a
return to solid,
stable growth.
This success was
both expected

and important.”

One year ago." we set our sights on
7-percent sales growth, 12-percent
improvement in Adjusted EBITDA
and $170 million in Free Cash Flow.
In 2006, we rriet those key objectives.

Adjusted EBITDA of $680.1 million
increased 12.8 percent from the
year earlier $603 million. Free Cash
Flow of $ I83.E'1 million exceeded our
expectations, largely driven by lower-
than-expected capital expenditure
requirements, Sales increased 8.8 per-
cent to $3.6 billion, with organic
sales up 7.8 percent.

In nearly every category, our Energy
Services division led the way, passing
the $! billion sales mark on its own
for the first time. The strength of the
Energy Services business was a key
part of our plan, so we invested in

. hiring and training new sales engineers,

particularly in the first quarter. Those
investments were rewarded with
continued stron'g momentum through
the year and a strong growth platform
for 2007, '

Sirong performances were not con-
fined to Energy Services. In North
America, we expanded rapidly in the
power and chemical industries. Qur
business in emerging geographies,
which include China, Russia, India and
others, grew sharply. New technologies
continued to drive growth, including
an expanded range of membrane
performance enhancers and our 3D
TRASAR® cooling water stress man-
agement system.

Following the twm difficulties in 2005
of unusually Iarge raw material cost

increases and the U.S. Gulf Coast
hurricanes, our 2006 results repre-
sented a return to solid, stable
growth. This success was both
expected and importarit. While
2005 proved the strength of our
business model—growing Adjusted
EBITDA 3 percent despite difficult
obstacles—we demonstrated in
2006 that we could quickly return to
our long-term improvement targets.

Qur success in 2006 does not mean
the year passed free of challenges.
Challenges continued in Western
Europe and Paper Services, although
Paper Services closed with a solid
fourth quarter and a strong innova-
tion pipeline that provides reason for
optimism. Delays in two large work
process improvernent projects held us
just short of our $75 million annual
cost savings target in the year. Our
average annual savings during the past
three years is now $83 million. In
addition, an alternate channels pro-
gram showed promise, but advanced
more slowly than we had hoped.

However, other strengths helped
overcome these obstacles as we met
our goals.

Key opportunities for 2007

While pleased with our 2006 success,
we are focused on meeting challeng-
ing objectives in 2007. Our goals for
2007 are in line with our long-term
expectations for this business—organic
growth of better than 5 percent,

[0 percent growth in Adjusted
EBITDA and Free Cash Flow imprave-
ment of greater than 30 percent.




Our three strategic objectives remain
unchanged: generating organic growth,
improving work processes and build-
ing alternate channels to market,

Behind these three strateglc objec-
tives are several priorities for 2007,

Accelerate the pace cn'I bringing
innovation to the market

The 3D TRASAR coolirlwg water stress
management program we launched
in mid-2004 continued‘rapid expan-
sion during 2006. Although sales of
this leading-edge, autorlnated moni-
toring and control program doubled
from 2005, we remain years away
from fully realizing the potential of
this innovation. Some of the delay is
due to industry stabiiit‘y; customer
change occurs slowly here. But we
believe a number of internal levers
can be used to ensure that customers
and prospects are morf"e quickly and
actively informed of what our latest
technologies can do for thern.
Invest in the right geographies,
industries and technologies

Over the past several years, roughly
20 percent of our business has been
growing at an averagerof |5 percent.
On their own, these geographies

segments and technolognes generate
3 percent real growth As we look to
2007, we are mvestlng d|sproport|on-
ately in hiring sales engineers to sups
port rapid growth in r"nany parts of
Energy Services, in ge?graphic mar-
kets that include China, India and
Russta, and in research and develop-
ment for technologies such as
membrane treatments, automated

. ] .
monitoring and control technologies,

and improved end-product quality
for customers in paper and other
industries.

Implement process changes to bet-
ter serve customers

We will make strong strides toward
meeting customer expectations for
improved order managerment, product
fulfillment and delivery management.
From there, we intend to implement
a series of additional process improve-
ments that allow us to better serve
customers, improve production effi-
ciency and reduce the amount of time
employees spend on routine adminis-
trative tasks. Process improvements
are our objective, but cost savings
are always an outcome. Our targeted
%75 million in savings in 2007 will
benefit from the programs we had
originally expected to complete in
2006. These gross savings should
provide bottom-line benefits in 2007
in addition to offsetting normal com-
pensation and benefit inflation and
investments in research and develop-
ment and selling and service.

Increase our rate of growth with
smaller customers

We operated or initiated six
WaterServ™ alternate channel hubs
in 2006, using a business model that
more effectively supports small cus-
tomers. We learned a great deal about
hiring and training employees to work
with customers whose problems are
less complex than those of our large
industrial clients, but who still benefit
significantly from the technology
advantages we provide. Late in 2006,
we expanded the WaterServ business

by adding |0 more hubs that build
off our institutional and light manu-
facturing presence in key urban cen-
ters—bringing our total ta 16. This
combination allows us to better
serve all of these customers by lever-
aging best practices developed in
20056. We will pilot this model in
Europe and Asia in 2007.

Finish aligning compensation with
shareholder interests

Since 2003, we have steadily
expanded the pool of employees
whose compensation is closely
aligned with the interests of share-
holders. In 2006, our front-line sales
force leaders—we call them District
Managers—moved to profit-based
pay and away from a revenue-
oriented model. While some sales
engineers moved to this system
with District Managers last year, the
majority of our sales force changed
¢ a profit-based compensation sys-
tern for 2007.

Finish gaining price needed to fully
recover costs

In 2007, our price achievement
objectives are more focused than in
the past two years—oparticularly
requiring added price from customers
using technelogies that disproportion-
ately increased in cost. Thraughout
our business, however, we need

1o continue to gain added price to
absorb all of the costs related to our
latest cost surge—including higher
service costs and inventory carrying
costs. Even with this effort, we expect
to focus less on price as we move




“Our 2006
performance led
to a shareholder
return of |6 percent.

Now, we turn

through 2007 and to reorient sales
efforts toward accelerating real growth.

In addition to the faster-than-market
growth we can obtain as emerging
geographies modernize, several factors
with both economic and environmental
consequences help support our efforts
to grow faster.than the underlying
economies we serve:

= Oil being produced today is in

our cost improvements to pay for
those investments.

Specifically, in more than a dozen large
markets—and about 100 countries in
total—our share of Gross Domestic
Product is well below the results we
deliver in the United States. We are
confident we can improve our share
in these markets. In more than two
dozen countries, we already outper-
form our U.S. presence. Achieving a

i A
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harder-to-reach, more technically
challenging locations, and contains
more impurities. All of these issues
bring new business to Nalco.

our attention to

faster growth rate, however, requires
us to invest more aggressively in
research and in hiring and training
sales engineers ahead of growth. As
we increase our ability to improve
our work processes—delivering
corresponding cost savings—we can
invest these savings in accelerating our
growth rate for the future.

delivering further

Accessibility to water is a growing
challenge in many parts of the
world, increasing the economic
and environmental benefits of the
water reuse and treatment pro-
grams that we provide.

I

improvement in
\2007 that justifies

Y

Even without building this potential
for faster growth inte our plans, our

(}Pur confidence

* Although falling late in 2006, energy

costs remain relatively high. This
focuses attention on energy effi-
ciency gains that are the primary
economic drivers of offerings such as
our cooling water and boiler water
treatment programs.

+ Fresh woed pulp prices are high
relative to recycled material,
increasing the benefits of our
ability to help customers use more
recycled content or filler in the
papermakingjprocess.

* Increasing environmental controls in
many regions increase the payback
for customeriinvestments in the
environmentally friendly technolo-
gies that we offer.

- The convergence of energy and water

“is playing a particularly important role
in the global economy—creating an
opportunity for.Nalco to accelerate
growth in the caming years. We expect
to benefit from this convergence,
combining our ability to manage shrink-

i ing supplies of water and growing
requirements for energy conservation.

Loocking longer term, we have a real

. opportunity to grow even faster than

our current objectives through making
the right investments and accelerating

expectations for 2007 are still chal-
lenging. During 2006, cur improved
performance led to a shareholder
return of |6 percent. Now, we turn
our attention to delivering further
perfarmance improvement in 2007
that justifies your confidence in us.

We want our customers to see us
as stated in our motto: "People
you trust, delivering results™" We
want shareholders to see us in that
light as well.

A D

Dr. Willlami H. Joyce
Chairman and Chief Executive Officer

March 2007

Discussion and reconciliation of Adjusted EBITDA to
net earnings and Free Cash Flow to cash provided by
operations are included under tem 7 of our 10-K,

This letter contains forward-looking statements that

are subject to risk factors identified in our 10-K. We
urge careful attention to these risk factors. If you are
interested in Nalco Holding Company stock. manage-
ment recommends that, at a minimum, you read the
Company’s current annual report and 10-K, 10-Q and
8-K reports to the Seturities and Exchange Commission
(SEC) over the past year, The Company’s recent proxy
statement for the annual meeting of shareholders alsa
contains important information. These and other materi-
aks that have been filed with the SEC are accessible
through the Company’s Web site at www.nalco.com and
are also available at the SEC’s Web site at www.sec.gov.




INDUSTRIAL AND
INSTITUTIONAL SERVICES

Qur customers across a broad range
of industries use our water treatment

|
programs to extend the useful life of

their assets, minimize downtimé of
their facilities, conservle water and
energy and reduce thelr total cost of
operations. Our dlver.‘l;e process treat-
ment programs mclude applications i 1n
mining and mineral processing, metal
finishing, investment casting, odor

control and membrane systems.

Market Position
$6.9 billion global market®®
#| Market Position

18% Market Share®

Products and Services
Cooling water tr‘eatme:nt and automa-
tion (scale control, microbial fouling
control, corrosion contral}, boiler

water treatment and automation

{pre-treatment, condensate control,
internal treatment), indoor air treat-
ment, raw and wastevyater treatment,
water reuse and recycle, and various

water-based process applications

Net Sales™®
$1,593 million

End Markets

Aerospace, Automotlve
Buildings, Chemicals, Food and
Beverage, Healthcare, Hotels
Institutions, Manufactulrmg Marine,
Microelectronics, Mlnlng and Mineral
Processing, Pharmacedtmals, Primary
Metals, Utilities

ENERGY SERVICES

Our upstream process applications
improve oil and gas recovery and pro-
duction, extend production equip-
ment life and decrease operating
costs. Our downstrearn process appli-
cations increase refinery and petro-
chemical plant efficiency and the
useful life of customer assets while
improving refined and petrochemical
product quality and yields. We help
customers minimize emissions and
meet environmental requirements.

Market Position

$3.5 billion global markett?
#1 Market Position

32% Market Share®

Products and Services

Corrosion inhibitors, scale control
additives, hydrate control, oil spill
dispersants, asphaltene and paraffin
control, foamers and anti-foams, flow
assurance, oil/water separation, heavy
crude desalting, monomer inhibitors,
anti-oxidants, fuel and lubricant addi-
tives, and traditional water treatment
including boiler, cooling water, raw
water and wastewater applications

Net Sales™
$1,052 million

End Markets

Drilling, Field Development, Production,
" Refining, Petrochemical Manufacturing

PAPER SERVICES

Our SMART Solutions® program is a
comprehensive, grade-based approach
addressing the unique needs of the
various segments of the pulp and
paper industry. We integrate the
entire papermaking process through
mechanical, operational and chemical
means to improve finished product
performance and optimize operational
efficiency.

Market Position

$8.2 billion global market®
#3 Market Position

9% Market Share®

Products and Services

Floceulants, coagulants, microparticles,
dewatering aids, enzymes, digester
yield enhancers, functional additives,
biocontrol, data management and
analysis, modeling, mechanical and
operational adjustments to paper
machines, water and waste treatment

Net Sales®
$722 million

End Markets
Containerboard, Newsprint, Packaging,
Tissue and Towel, Graphic

. . I .. . .
WApproximate market size based or: internal estimates and industry publications and surveys.
PRepresents water treatment and sennces markets, which accounted for approximately 78% of our Industrial and Institutional Services division's net sales in 2006,
MMarket share calculations include appropnate segment sales {rom India and Japan reported in the Other segment.

WDivisional net sales exclude apprmlumalcly $236 million oti sales reflected in the Other segment, including our sales in India, Japan and an Integrated Channels Group.




Water is the medium used to
transfer the energy that runs our lives.
MNalco's unique combination of water
and energy expertise allows us to
remain at the forefront of innovations
designed to ensure efficient use of
both resources. This knowledge
saves money for our customers, while
improving the environment in which
we live.

Qur link to energy and water dates to
our founding in 1928 when we treated
steam locomnotives and industrial boilers.
We transferred that experience to
“water used in cooling systems, oil and

gas production, pulp and papermaking -

and virtually any industrial process,
plant or large building.

Wherever water is used, several
dynamic problems are created.
Dissolved minerals in water can be
deposited on surfaces as scale. Water,
when not treated, is corrosive and can
attack any metal it contacts. {n the
right conditions, especially with heat
and contaminants, water becomes the
perfect medium for microbiclogical
growth. Alf three problems are magni-
fied in industrial systems.

] !
The link between water and energy
is most interactive in the petroleum
industry. In oil production today, water
requiring treatment is an inevitable
byproduct. About 90 percent of
crude oil producéd contains oil and
water emulsions. Our water knowl-
edge has helped us grow in this mar-
ket, breaking those emulsions, treating
produced water, ensuring uninter-
fupted flow from offshare platforms
and serving customers upstream and
downstream along the hydrocarbon
chain. In 2006, our Energy Services
division surpassed $1 billion in sales
for the first time.

In cilfields, methanol and ethylene
glycol are often used to inhibit the
formation of hydrates—ice-like masses
of water and natural gas that form
in flow lines and equipment. Nalco
researchers used our water and energy
know-how to identify a safer atterna-

- tive. Our FREEFLOW® low dosage

hydrate inhibitors use a substantially
lower dose rate for treatment, so
customers use less chemical, which
makes for easier handling and less
storage space needed on crowded
offshore platforms. It also reduces the
amount of methanol and ethylene

glycol that must be handled and
removed downstream. In the past five
years, FREEFLOW hydrate inhibitors
have replaced 250 million pounds of
methancl and ethylene glycol.

Heat generation and removal are
important aspects of refinery and
petrochemical operations, along
with mast other industrial operations.
Water is heated to create the steam
essential to generating electricity, heat-
ing a building or operating an indus-
trial process. The water in cooling
systems removes heat through cooling
towers or HVAC (heating, ventilating
and air conditioning) systems in build-
ings and cools equipment and various
parts of industrial processes. It's because
of the many touchpoints of water and
energy that Nalco has such an impor-
tant role o play in the efficient use of
these two critical resources.

Boilers are designed to absorb heat
energy and transfer it through numer-
ous tubes to water to make steam.
Scale formation that deposits minerals
onto those tubes causes many prob-
lems. Scale acts as an insulator, causing
uneven heating of the metal, which
can lead to leaks and ruptures. Scale
inhibits the heat transfer itself, requiring
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more energy to gene|rate the same
amount of steam. The thicker the
scaling. the greater the eff iciency
reduction and the more energy used.
One Nalco customer; estimates that a
single 500-horsepower bailer with
only Yi¢" of scale could require an
extra $200,000 a year in fuel costs
Treatment to prevent scale can have
a dramatic effect on‘ fuel costs and
extend the life of the boiler itself,
reducing maintenance costs and elimi-
nating production downtime. -

Nalco is constantly looking for ways
to improve boiler operations. Qur
NexGuard® technology combines our
best internal boiler treatment chemis-
tries with TRASAR® (diagnostic monl‘u—
toring, feed and control eqmpment It
eliminates hardness, reduces corr05|on
and provides more s;/stem |nformat|on
than any other progrlam The result
for the 6,500 customers globally usmg
NexGuard programs|is increased oper-
ating efficiency, wh1ch reduces fuel use,
We estimate that Ne:quard technollogy
saved our customers energy equiva-
lent to more than 96 billion cubic feet
of natural gas in 2006. That translates
into nearly 4.4 millioh metric tons of

L
greenhouse gas emissions avoided hnd

tremendous financial benefits gained.
We are working today on next-
generation technology that delivers
even greater benefits.

Billions of gallons of water are used
every day in cooling systems. Nalco's
3D TRASAR program brings together
our most innovative cooling water
treatment with state-of-the-art
monitoring and control equipment
that manages scale, corrosion and
microbiological treatments in real
tirne, minimizing chemical treatment
and reducing water usage.

3D TRASAR technology applies the
right mix of treatment chemicals to
allow more minerals to be concen-
trated in the water without scale
building up on heat transfer surfaces.
This increase in cycles of concentra-
tion allows a cooling tower system to
operate efficiently with less water being
added. 3D TRASAR technology also
helps identify system leaks, which
waste water. In 2006, we estimate
that nearly 2,500 customer locations
in just the United States and Canada
saved 2].4 billion gallons of water by
using 3D TRASAR technology. Even
greater water savings can be expected

as we further penetrate the market
with this unique technology.

We're targeting solutions for specific
industries that face challenges on how
best to use their water and energy.

Power Generation

Thermal power generation is the single
largest water user in the United States.
To identify new ways to reduce

this water use, we are working with
Argonne National Laboratory in a
three-year joint research project to
reduce, reuse and recover power plant
cooling water. Naleo and Argonne will
develop the technology, knowledge and
strategies for optimum water utilization,
resulting in lower treatment costs
and fewer environmental impacts. Our -
goal is to reduce power plant fresh-
water withdrawals by 5 billion to 10
bitlion gaflons per day.

Food and Beverage/Pharmaceutical.

Total-site water conservation for food
and beverage and pharmaceutical cus-
tomers is available through our part-
nership with johnsonDiversey. An
Aquacheck™ audit is a customized
review of plant-wide water use that
ranks that use by volume and cost.

]
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Comparing this audit to industry best
practices identifies opportunities to
cut cost and reduce water and energy
use. Applying those best practices
helps customers realize the gairs. The
audit of a major pharmaceutical
site identified total water, wastewa-
ter and energy savings opportunities
in excess of $1 million a year. At a
food and beverage plant, potential
water savings totaled more than |9
million gallons a year, a savings of
$366,000.

Building Management

We have expanded our offering to
institutional and industrial customers
through our Building Environment
Solutions program. This indoor air
quality solution provides our unique
COIL-FLO® HVAC coil cleaning
program and high-performance
HVAC filters, which have.been shown
to significantly improve the energy per-
formance of our customers. In 2006,
the United States Environmental
Protection Agency identified Nalco
as an ENERGY STAR® Service and
Product Prowvider for supplying energy-
efficient products and services.

Papermaking

Papermaking is a water- and
energy-intensive process. Our
SMART Solutions for Efficiency
program helps papermakers betier

use the many inputs to their process,
especially water and energy. As in
many industries; Nalco programs
help utility systéms {boilers and ccol-

- ing towers) operate more efficiently.

On the process;side we also help
increase efﬂcienfcy on the paper
machine itself. '

Our new PARETO™ wet-end opii-
mization technology, introduced in
2006, helps papermakers balance the
hydrodynamics of their system with
chemistry and water management to
allow the paper machine to run faster
and with fewer breaks. PARETO
technology combined with custom
computational fluid dynamics calcula-
tions replaces cold freshwater chemical
dilution with already-heated process
water: [t reduces both freshwater
demand and the energy needed to
heat the water. We estimate using
PARETO technology will save a com-
bined total of more than 330 million
gallons of fresh water and 163 billion
BTUs of energy in 2007 for the first
customers using this new technology.

Other Innovations
Nalco programs also help customers
reduce environmentat impacts in

other ways.
]

Traditional oil-based émulsion
polymers used for water treatment
andasa prc«cess’I aid in‘many industries

introduce oil and surfactant into
the environment. Nalco developed
ULTIMER® polymers that are manu-
factured in water-based salt solu-
tions, eliminating the release of
five million pounds of oil into the
environment annually.

Chlorine- and bromine-based prod-
ucts are widely used to prevent
microbiological fouling. However,
un-stabilized chlorine-based biocides
are hazardous and difficul to handle.
Un-stabilized bromine-based com-
pounds tend to degrade quickly, mak-
ing them less effective. Qur stabilized
halogen programs provide improved
microbiological control while reducing
overall halogen use. The STA*BR-EX®
microbiological program, for example,
mimics the naturally occurring stabi-
lized bromine that white blood cells
use to treat infection. It is less toxic
to aguatic wildlife, safer for our cus-
tomers' employees and generates
less byproduct than un-stabilized
halogen treatments,

For nearly 80 years Nalco innovations
and Nalco people have successfully
helped customers save water and
energy and operate cleaner and bet-
ter. We will continue to build on that
success in 2007 and the years ahead.
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registrant was required to file such reports), and (2) has been subject to such filing requirements for the past

90 days. Yes No O

Indicate by chec;k mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive
proxy or information statements incorporated by reference in Part 11T of this Form 10-K or any amendment to

this Form 10-K.\ (1

filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act.

! Securities registered pursuant to Section 12(g) of the Act:
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Large acceleraied filer Accelerated filer []  Non-accelerated filer
i

Indicate by check mark whether the registrant is a shell company, as defined in Rule 12b-2 of the Exchange Act.

Yes [] No
\
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|
|
|

The aggregate market value of voting and non-voting common stock held by non-affiliates of the registrant as of
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| )

As of January 31, 2007, the number of shares of the registrant’s common stock, par value $0.01 per
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i DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s proxy statement (the “Proxy Statement”) for the annual meeting of shareholders to be

held May 3, 20(?7 are incorporated by reference into Part III.
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PART I
ITEM 1. BUSINESS

Overview

On August 31, 2003, Nalco Holdmgs LLC, our sub51d1ary and a company formed by The Blackstone
-Group, Apollo Management, L.P. and GS Capital Partners (the “Sponsors”), entered into a stock
purchase agreement pursuant to which it agreed to purchase all of the outstandmg shares of capllal
stock of Ondeo Nalco Company (which is now known as Nalco Company) and the Nalco
International SAS Subsidiaries, which had been operated as a single businiess unit, from subs'ldlarles of
Suez S.A. (Suez or Seller). The aggregate purchase price was $4,102.9 million in cash, after gwmg
effect to direct costs of the Acquisition, closing date working capital and indebtedness purchase price
adjustments, a post-closing working capital and indebtedness purchase price adjustment, and certain
other post-closing adjustments. The Transactions closed on November 4, 2003. In this report, we refer
to this acquisition as the “Acquisition,” and the term “Transactlons means, collectively, the
Acquisition and the related financings to fund the Acquisition. ' S

” i

All references in this report to “Nalco, ” the “Company,” “we,” “ounr,’ and ” mean, unless the .,
context indicates otherwise, (1) Nalco Holding Company and 1ts subsidiaries and affiliates on a
consolidated basis, (2) the Predecessor, and (3) the Successor. In addition, when the context so
requires, we use the term “Predecessor” to refer to the historical operations of the Predecessor prior
to the Acquisition and “Successor to refer to our historical operations following the Acquisition.

3D TRASAR®, ACTRENE®, ADOMITE®, AQUAMAX™, BIO-MANAGE®, BRIGHT WATER®, "
ControlBrom®, Core Shell®, COKE-LESS®, ENV/ACT®, ENERCEPT®, ENERSPERSE®, EXTRA"
WHITE®, FREEFLOW®, Nalco ACT®, NALMET®, NEOSTAR®™, NexGuard®, OdorTech®, "+ -
PARETO™, PORTA-FEED®, PROSPEC® Treat Service, PT TRASAR®, RO TRASAR®,
SCORPION® II, SMART Solutions®, STAsBReEX®, SULFA-CHECK®, SurFlo Certified®,
THERMOGAIN®, TRASAR®, Tri-ACT®; ULTIMER®, UltraTreat®, ULTRION®, VALUELINE®,
VANTAGE®, WaterServ™ and certain other products and services named in this document are our
registered trademarks and service, marks Filtrete™ is a trademark of 3M: - -

We are the leading global provnder of 1ntegrated water treatmem and process ‘improvement services,
chemicals and equipment programs ‘for industrial and institutional appllcatlons We are organized mto
three primary segments that correspond to the end markets we serve: Industrial and Institutional
Services, Energy Services and Paper Services. Our products and services are typically used in water
treatment applications to prevent corrosion, contamination and the buildup of harmful deposits, or in'
production processes to enhanice process efficiency and improve our customers’ end products.

Through our sales, service, research and marketing team of more than 7,000 technically trained
professionals, we serve more than 70,000 customer locations. We focus on providing our
customers with technologically advanced engineered solutions and services. These technologically
advanced engineered solutions and services enable our customers to improve their business by
increasing production yields, lowering manufacturing costs, extending asset lives and maintaining
environmental standards. The cost of our technologically advanced engineered solutions and
services represents a small share of our customers’ overail production expense.

We derive our strength and stability from the quality of the products and services we provide and the
diversity of our revenues. We serve a broad range of end markets, including aerospace, paper,
chemical, pharmaceutical, petroleum steel, power, food and beveérage, medium and light
manufacturing, metalworking and institutions such as hospltals universities and hotels. We believe we
offer the broadest product portfolio in our industry, including more than 13 ,000 products and 7 ,500
unique formulations. We have also éstablished a global presence, with about 11,100 employees
operating in more than 130 countries, supported by a comprehensive network of manufacturing
facilities, sales offices and research eenters This global presence provides a competitive advantage by
enabling us to offer a consistently high level of service-to our local, regional and muttinational
customers.




Our Competitive Strengths ' : P

Our company has benefited from the following competitive stren'gt'hs:"‘

Leading Market Positions. We are the #1 provider of water treatment services to industrial and
institutional end markets. WeI are also a leading provider of integrated water treatment and process
1mprovement services, mamtalmng the #1 position in the petroleum and petrochemical markets and a
#3 position in the pulp and paper market. We believe that our leading positions across our primary
markets prov1de a competmv’e advantage in retaining existing business and competing for new-
business. Although our market position in pulp and paper was lowered by the 2004 acquisition of
Raisio by Ciba, we believe the proximity of sales between the three market leaders allows us all to
operate as market leaders.

Diverse Customers and Industrr‘e.s Served. - We provide products and services to more than 70 000
customer locations across a broad range of industries and institutions, including about 65% of Industry
Week magazine’s top 500 U. S manufacturers and all of the Euro Stoxx 50 cornpames In 2006, no
single customer accounted for more than 3% of our net sales. Our business is also diversified
geographically. In 2006, 48% 'of total sales were in North America, 29% in Europe Africa and the
Middle East, 9% in Latin Amerrca and 14% in the Pacific region. We believe this diversification’

minimizes the potentlal 1mpact of volatility from any one customer, industry or geographlc area.
n

Global Reach.. We have a direct sales and marketmg presence in 130 countries across six continents.
This enables usto provide a’ consrstently high level of service to local, reglonal and multinational .
customers. We believe our global presence offers us a. competitive advantage in meeting the global
needs of our multinational ctlrstomers which are increasingly, seeking single-source suppliers and |
positions us to extend our reach to higher growth markets. Our geographlcal diversity also mmgates
the potential 1mpact of volatlhty i any individual country or region. In 2006, we derived
approximately $1 976 mrllton or 55% of our'net sales from our non- -U:S8. subsrdranes (excludmg sales
to our U.S. operatlons) L . S S i ‘_r a
World Class Sales Team. Through the expertlse of our more than 6000 sales engmeers and service .
technicians, we provide our customers with relevant mdustry knowledge and experience in order to -
solve techmca]ly challenging|and dynamic problems. Our, team of experts has significant experience
with 40% of our approximately. 2,000-person North American sales team ‘having more than ten years
of service with our Company We believe this contributes significantly to the number.and strength of
relattonships with our customers We also invest heavily in recruiting and continuously training our
sales professmnals For example new hires spend more than half of their first year on training. Sales
and markéting expense was $843 8 million, $795.0 million ahd $791.4 mtlllon for the years 2006,-2005,
and 2004, respectively. Of those amounts, approximately 91% represented the average cost of our sales

i
and service force during thelse time periods.

Integrated Technology, Sales Ial‘ld Service. We combme onsite service, 1nnovatlve technology and
engineering excellence to create value for our customers Our technical sales professionals 1dent1fy .
problems and opportunmes Iat the customer’s plant and our research teams then work to develop y
effective solutions to these needs often working jointly "with our customers. Many of our customers
specify our formulations mto their, processes and products. This approach has led to over 7, 500 unique
formulations, the development of more than 2,000 active patents worldwide and a high degree of
customer loyalty. .

Stable and Significant Cash Flow Generation. 'We have produced consistent cash flows and
maintained high margms over a sustained period of time. We attribute this to (1) the d1versrty of our
revenues, (2) the service nature of our business, (3) the high value we offer our customers (4) 'the
strength of our customer relat10nsh1ps (5) our limited dependency on any single raw matenal and
(6) our low capital expend1thres relative to our net sales. :

Premier Management Team.| Our. senior management team consrsts of professionals with significant
experience . within our Company and the water treatment and industrial process improvement industry.
In connection with the Acqursttton Dr. William H. Joyce, former Chairman and Chief Executive
Officer of Hercules Incorporated became our Chairman and Chief Executive Officer, and Bradley J.

b
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Bell, former Chief Financial Officer of Rohm and Haas Company, became our. Chief:Financial Officer.
Dr. Joyce and Mr. Bell bring additional leadership and 1ndustry experience to our management team.
Our 9 executive officers have an average of 9 years of service with our Company and 34 years of
industry experience. Moreover, our senior management team is supported by business managers who
have extensive experience within their respective operating-divisions. Qur top Executive Ofﬁcers and
other members of management hold about 5 mrlhon shares infour Company. *. - = &

B O v \ . -t : T YT

Business Strategy I . e

We have hrstoncally expenenced sales growth in excess of industrial producuon growth in our
core markets. We are pursuing a strategy designed to génerate real sales growth at 5% annually
for our base business. In addition, we are developing alternate channels to market intended to
further accelerate our growth. Earnings and cash flow growth are targeted 1o grow at faster rates
than our underlying sales growth as we improve productivity and working caprtal management
The key elements of this strategy are: . ) _ R :

Pursue High- Growrh Markets. We mtend 1o contmue to focus on hlgh growth markets and segments.
Geographrcally, we.plan to leverage our global reach by capitalizing on our presence, in_high-growth .
emerging markets’ including Asia, Eastern Europe and Latin America. For example, in Asra we are
focusing significant attention on the hlgh growth China and India markets with a substantial effort to
hire and train’ outstanding sales engmeers and service technicians to meét growing customer demand.
In China, our focus has resulted in over 25% compound annual growth in sales-since 1999. We are also
forming new ventures in West' Africa and Eastern’ Europe, which will permit us té pursue energy
services opportunmes at new customer productron facrlmes planned n these areas. - "

Maintain Technological Leadershrp We strive to develop new technologles and products through a
focused commitment to technology, research and development, The evolution of our existing products
and the development of new technologies have historically allowed us to sustain and enhance the -
profitability of our business and further penetrate our target markets, -including our existing customer
base. For example, over the past 15 yéars we have developed several generations of our TRASAR
automated feed and control technology for cooling water treatment programs. We launched the latest
generation of this technology; our 3D TRASAR cooling water stress management program, in 2004.
Our engineers: will’continue to work closely with our customers in an effort to ldentrfv new product

opportunltles and ]omtly develop new technologles R

Pursue Htgh Gmwth Indusrry Segmems. Whlle we have shown the abrhty to exceed market growth
rates even in many mature markets through innovative technology and advanced engineering,
monitoring and contro] services, we believe. that selecting the right industries on which to focus
resources helps us exceed underlying market growth rates. In the late.1990s, we decided to .
disproportionately invest in research, development and training resources to support fast growth in the
deepwater oil production industry. As a result, we are'c‘apturing well' over 60% of business on these
large platforms, exceeding our average market share in our overall Energy Services business. In Paper
Services, we believe that the tissie and towel and digital printing segments will grow more rapidly
than other Paper segments, and have invested drspropomonately 1n these areas. In tissue and towel,
we grew nominal sales nearly. 40%"in 2006 to-establish ourselves as’the ‘clear #2 suppher to these
customers. We have also expanded our busiriess to provide hygiené water and air services by
developing diagnostic and on-site service capabilities to reduce the health risks customers face due to
pathogens in water and air. Interest in these. appllcatlons has grown across many industry segments. -

Build Upon Our Customer Base. We seck'to strengthen our posmon with our existing cistomer base
as well as pursue new customers by continuing to serve as the leading global provider of fully
mtegrated water treatment services 'and industrial process solutions. An essential element of our
strategy is to continue integrating our sales and technical staff into our customers’ daily operations
and process.planning. Historically, this strategy has allowed us to expand our service and product
offerings with existing customers and has led to the: development ‘of new technologies. We continually
seek to add value for our customers by identifying those services, products and equipment that wili.
enhance their, profitability through reduced costs, improved yields and decreased capital spending.

- .. - 4




Expand Support of Multmauonal Customers. As one of a small number of companies that can
provide turnkey water management solutions on a global basis, we seek to leverage our relatlonshlps
with multinational companies by servicing them globally We expect to benefit sngmﬁcantly as larger *'
customers further consolidate their supplier base and increase their reliance on full service provxders
such as our Company

h
Continue to Reduce Costs. We have initiated a comprehensive cost reductnon plan that yielded savmgs
in 2004 of $88 million compared to 2003. In 2005, we generated additional savings, versus 2004 of
$89 million and in 2006, our savmgs totaled $71 million compared to 2005 — just shy of our
$75 million annual cost savmgs target. We expect our cost reduction plan to achieve incremental
efficiencies through work process redesign and other targeted cost improvements, which address
inefficiencies in our administrative and overhead functions, as well as other support and service
functions around the world.

Maximize Cash Flow. - We believe that there are significant opportunities to increase our cash flow.
We believe that while the capltal expenditures required to maintain our business are low relative to
our sales, we can generally maintain capital expenditures at about $100 million annually. In 2007, -
however, we expect to spend more than $100 million as projects delayed from targeted 2006
completion are concluded along with our normal projects for 2007. While management has historically
focused on pamcular components of working capital, the large increase in raw material costs and
commensurate price 1ncreases we achieved have driven up working capital requirements during the
past two years. We belicve there is an opportunity-to reduce our working capital needs, particularly in
the areas of accounts recewable and inventories. During the year ended December 31, 2006, we used
Free Cash Flow of $183.5 mllhon mostly for debt reduction. Reported net debt did not decrease by
this full amount due to currency fluctuations and accretion of non-cash-interest bearmg senior
discount notes. ' ' =t -

ce

Focus on Supply Chain Management. 'We have a dedicatecf global supply chain team that focuses on

managing manufacturing, proeurement and logistics activities. We believe, that by coordinating these ..
functions, we achieve better inventory management and lower overall Company costs for our o
delivered end products. We believe that the introduction of a common SAP platform for our North
American and European opératlons will i improve our ability to coordinate production, inventory and
delivery within each region and across these regions. We believe that we will be able to make
additional 1mprovements in our inventory management and lower procurement costs as we develop
our abilities to fuily utilize these systems, - . - o

' : .. Our Divisions . . - "
} Industrial and st ! ‘
oo . Institutionsal Services Energy Services . Paper Services
Market  $6.9 billion|global market™®  $3.5 billion global market” . $8.2 billion global market"
Positions #1 Market Position #1 Market Position -+ #3 Market Position
Market Share®™ - 18% o N% B - 9% A
2006 Net Sales™) $1,593 million ~ $1,052 million  $722 million “
! R ’ .
Representanve Food and Beverage Exploration A Fine Paper
Markets Buildings,| Hotels, Hospitals . Field Development Uncoated Free Sheet
Chemicals, Pharmaceuticals Production Coated Free Sheet
' Manufacturmg, Metals, Refining ‘ Newsprint
' Utilities, Mining . Petrochemical’ - Tissue -
Manufacturing A Containerboard

(1) Approximate market size based on internal estimates and industry publications and surveys.

(2) Represents the water treatment and services markets, which accounted for approxxmately 78% of our Industrial and
Institutional Services division’ s net sales in 2006. .

(3) Market share calculations inclide segment sales from India and Japan. as well as end- market allocations from an
all-inclusive Emerging Markel business unit within [&]IS.

(4) Divisiona! net sales exclude apJ)rommately $236 million of sales reflected in our Other segment, including our sales in
India, .lapan and an [nlegrate Channels Group. '

!
|
!
|
l
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Industrial and Instltutmnal Services o he e - e

Our Industna] and Instltutlonal Serv1ces Dmsmn prov1des products and services in two general areas
1) utlhty-su:le water treatment applications, and 2) industrial process applications. In virtually every
industrial manufacturing or processing plant, we can provide raw water preparation for the process,
wastewater treatment, cooling system and boiler treatment programs, and membrane care treatment.
Proper control of corrosion, scale formation, and mlcroblologlcal fouling is essential in cooling systems
of all sizes,' to both protect the useful life of the asset as well as'minimize costs associated with water
and energy. The same 15 true in boiler operatxon Our water treatment programs are used by - °
customers to assure assét reliability and reduce total cost of operation in smaller applications like
institutional facilities, as ‘well as in large, complex systems typical of nuclear power plants, steel mills,
and chemical processing plants. Our total water management and process additive capabilities position
us to serve customers across a broad spectrum of industries and markets including aerospace, steel,
mining, chemicals, power generation, food, and beverage, pharmaceuticals, electronics/semiconductors,
light manufacturing, commercial buildings and other institutional facilities. Our Industrial and :
Institutional Services segment generated net sales of $1.593 billion in 2008, representmg 44% of net
sales.

) i _{ ey r
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Water Treannem Appltcaaons L L U
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Our water treatment capabllmes are. app]led across,our three core: d1v151ons In our Industrial and
Institutional Services division, water treatment -programs.accounted for 78% of our net sales in 2006,
These water applications also accounted for 17%, of our Energy Services net sales and 17% of our
Paper Services net sales in-2006. The following descriptions include water treatment applications in
the Industrial and Institutional Services division, but these boiler water, cooling water, raw water and
wastewater programs are also used in our Paper Services and Energy Services segments,

.

r

Boiler Water Applications. 'We have spemahzed in boiler water applications for more than 75 years,
Corrosion'and scale buildup are tlie most common problems addressed by our boiler water programs,
We have helped-our customers overcome various boiler challenges by providing integrated chemical
solutions, process optimizations and mechanical component ‘modifications. Our TRASAR technology
is recognized as an innovative watér treatment program that prevents operational problems. TRASAR
technology continues to evolve and today is used in conjunction with a number-of our boiler water
treatment programs, such as NexGuard. NexGuard combines the most advanced boiler internal - '
treatment chemistry with TRASAR technology and advanced diagnostic, monitoring, feed and control
equipment. Other applications of TRASAR include TRASAR Recovery Boiler Leak Indication,
which is designed to determine when acloss of concentrated boiler water occurs in operating boilers.
We also develop condensate treatment programs designed to prevent-corrosion, overheating and
rupture of boilers. Two examples of these programs are Nalco ACT and Tri-ACT. In 2000, we were
awarded a Research and Development 100 Award for Nalco ACT, our revolutionary condensate
treatment comprised of food industry ingredients, making Nalco ACT unique in both its technical and
safety merits, Tri-ACT is a series of corrosion inhibitors that includes blends of neutralizers, filmers
and oxygen scavengers to provide uniform protection of the condensate system.

Cooling Water Applications. Our cooling w"atgr treatment programs af,c designed to control the main
problems associated with cooling water systems — corrosion, scale-and microbial fouling and
contamination — in open rec1rculatmg, once-through and closed systems. In 2004, we launched our 3D
TRASAR stress management system for cooling water, the world’s first automated system for
simultaneous control of corrosion, scale and microbial fouling and contamination. This multi- patented
combination of services, equipment, chemistry, automation-and control builds on the strengths of our
TRASAR technology offering and is-an effective tool used to prevent problems, identify efficiency
improvements and improve control in cooling water systems 3D TRASAR detects system upsels
responds in real-time and communicates with users via the Internet




QOur award-winning STA'BR:OEX technology is the world’s first stable, liquid bromine-based -
anti-microbial designed to control biofilms caused by microorganisms in. cooling tower, condensetr and -
heat exchanger systems..In -2|006, we introduced:ControlBrom stabilized-bromine offerings.to:provide
customers with the advantages of stabilized bromine and the benefits of flexible and cost-efficient
on-site activation.

Wastewater Applications. Our wastewater products and programs ‘focus on improving overall ]?)‘la'rit| '
economics, addressing compliance issues, optimizing equipment efficiency and improving operator . -
capabilities and’ effectiveness:. This is accomplished by combining our highly trained sales engineers,
marketing, and technical support staff members with key:Nalco products, such as ULTRION, liquid
cationic coagulants that clarify water more effectively than alum. The benefits-oft ULTRION.include-a
reduction in treated water suspended solids, increased efficiency of water clarification systems,
reduction’or elimination of the nced for pH adjustieni‘and decreased settied sludgé volume. For
removing heavy mefals from' wastewater, we 'Use our patentéd NALMET technology, which can reduce
regulated metals to below-compliance linits in"Ghe ‘step. To improve sludge dryneéss and reduce sludge
handling costs, we use our p:roprieta'ry Coré Shell high-dctivity flocculants. We also offer our o
dispersion technology, ULTIMER, for which we'won a United State$ Presidential Green Chemistry
Challenge sz{rd and a Research and Development 100 Award:.in 1999. ULTIMER polymers.are -

water-based, yielding a more:, stable, soluble, user-friendly product.-To address plant odor or foaming

issues, we also ‘offer a complete line of odor control-products and antifoams. ‘ N T
PRI, ot sy SN MY oLl ST A EULRTEEIL P I
Mining and Mineral Processing Applications | {’ ' e . . . ‘
LT oo W LN ) ' . . . oot

~ We provide a \:vide range ofjquality products, programs and services to help the mining and mineral ..,
processing industry improve product 'qualjty_ and productivity in a safe and environmentally. : ,
responsible manner. Specifically, these’ offérings hélp, increase recovéry of the valued mineral, improve
water quality £or re-use or discharge t6 the ‘envifonment, reduce tontaminants in our customer’s
products, increase plant throughput/utilization, reduce energy consumption, increase equipment life "
through scale and corrosionl control and reduce or eliminate dust. The industries we serye, include
alumina and b.lauxite, coal, c'opper, precious metals, iron ore, aggregates, kaolin, pﬂo’éﬁh’ate‘,‘ soda“ash "
and synthetic fuels. ! P RER I U1 PP b T, '
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Colloidal Technologies Applications oo v
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We invented and-palented a commercial processiforithe production of stable concentrated silicassyr ).
solutions in 1941. Today, we: operate one of the single largest colloidal silica facilities in the world, and-
our broad range of colloidal silica products is used in applications in 39 countries. We manufacture-:ao
colioidal silical other specialty colloidal particles and'complementary ‘process chemicals used-in the.. -
polishing of silicon wafers, semiconductor chips, memory disks and other electronic substrates; in'the
manufacture of catalyst suﬁports; vacuum forméd. shapes, high temperature refractories and specialty -
coatings; and in the precisi('m investment.casting of metal parts: Our technically proficient sales .-+
engineers work closely with our customers to-design ‘and implement custom nanoparticle solutions for
their raw matérial or proce'ss optimization requirements. For example, in the investment casting
industry, we offer complete investment casting shell programs, including colloidal silica. binders, -
polymers, wetting agents, antifoams, wax cleaners, biocides and refractories, designed to shorten
drying cycles,:increase prixﬁe coat adhesion, improve casting surface quality and reduce casting defects. ‘

Finishing Technologies Applications *:2j.. - . byt~ v w0 o0 T R

As a leading ir;novgtqr in metalworking anc'j\sﬂi'fﬁ({:_g ﬁ"ﬁ’i’s‘hing"produc'ts and services for’ iﬁa‘fr'lhfe‘ﬁ:t'i;iréfs‘
around the globe, the Finishing Technologies Group works closely with customers to, optimize their
production processes. We serve a b’ro‘éq_ .fgrn'gé of manpufacturers, including makers of automotive,
aerospace, truck, and recrclational'vehiéle components. Utilizing specialized process simulation
facilities, our .experienced sales engineers collaborate with our dedicated research department to -+
deliver process improveme:nts that positively impact the cost of our customers’ operations. Finishing * -
Technologies counts among its customers many of the world’s most recognized brand names. Our -
extensive product line includes metalworking fluids, conversion coatings, cleaners, and corrosion, ..**

inhibitors. “ . ' ",L‘-' : [T e ' . o qroor




Our growth continues to be fueled by product innovation ‘and investment in the technical training of
our sales force. R&D in the areas of polymeric surface treatments and products and programs for the
control and mitigation of pathogens in the metalworkmg environment will generate new offerings in -
2007. ;-

Membrane Technologies Applications

Membrane technology is being adopted at an ever-increasing rate as a cost-effective technology for -
purifying water for both industrial and potablé applications. Our products address the needs of all
types of membrane systems, ranging from seawater desalination; well and surface water punﬂcauon to
advanced water recycle processes and wastewater treatment,

Our unique RO TRASAR technology, in combmatlon with our state of the art chemlstry, provides
added protection against the formation of mmeral scale and allows reverse osmosis systems to operate
without unscheduled downtime. RO TRASAR uses only the exact required amount of antiscalant,
even at high recovery rates and using difficult water sources. Furthermore, RO TRASAR provides an
added benefit in that it allows for enhanced trouble shooting and leak detection in membrane systems.

To combat microbial fouling — the most commeon and difficult problems to treat in a membrane
system — our product range includes non-oxidizing biocides that control a wide spectrum of -
microorganisms. Using our novel PT TRASAR technology, it is now possible to safely reduce -
incidences of particulate fouling, by continuously menitoring, controlling and optimizing the addition
of proprietary filter aid polymers that enhance the performance of the pretreatment to the RO
membranes.- ‘ Do

Our innovative performance enhancmg polymer chemlsmes can more than double the throughput of
membrane-based wastewater treatment systems. This in turn allows for the design of cheaper and ~
more compact wastewater lreatment systems for both industrial and municipal applications.

Odor Control Applicar_ious

'

We offer programs to combat odor centering around three approaches: odor neutralization,
precipitation and biological hydrogen sulfide prevention. Our odor neutralization technology focuses
on OdorTech, one of the most versatile odor solutions we offer.. OdorTech products are applied by an”
atomized mist at the point of release of the airborne-odor. and effectively neutralize common odors,
such as ammonia; amines, mercaptans, hydrogen sulfide and sulfur dioxide. Common applications
include roof vents, truck wash staging areas, landfills, garbage areas, HVAC equipment, automotive
interiors-and storage areas. Qur precipitation products are specially designed for hydrogen sulfide for
aqueous applications and may also serve as coagulants or clarification aides. These products are
commonly used in sludge tanks, floor drains, clarifiers, lift stations and equalization tanks. Qur
bioengineering products offer a wide range of-special blends of bacteria and chemicals that prevent
the formation of hydrogen sulfide or degrading sulfur compounds. The treatments, which produce no
sludge, are non-hazardous and are effective for-long duration control, are commonly used to control
odor in digesters, gas scrubbers, lift stations, floor drains, aeration basins and clarifiers. :

Alternate Channels SR N i m

One of our strategic goals is to develop alternate channels to market. One new channel is WaterServ,
a program of products and services that takes technology created for larger, industrial customers and
adapts it to meet the needs of smaller customers using an appropriately scaled business model.
Through WaterServ, smaller customers c¢an take advantage of many of our water-centric programs,
1nclud1ng boiler water, HVAC, facility care and automatlon programs.

4

ot
WaterServ is run via hubs in different cities building on the success of a test hub initiated in
Chicago in 2005 and sevéral additional hubs developed in 2006, From these hubs, a specially
trained team can sell and service smaller customers, creating a stronger relationship with the
customer. Using-standardized equipment and service packages, we can streamline and lower costs
to serve and maintain these accounts. The CRM software enables our customers to use real,
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data-driven information to develop sales efficiency and effectiveness key performance indicators
(KPIs). TRASAR technologi’ with remote 24-hour moitoring and alarming capability is the key
differentiator to provide results with reduced sales engineer involvement in routine maintenance .
activities, while providing performance ;qu}egior to competitive offerings currently available.

L

Energy Services R heebor '- T "

Our Energy Services divisic’m} provides- on-site, technology driven solitions to"the global natural
gas, petroleum and petrochemical industiies.. In addition to.recovery, production and process
enhancements, we deliver a full range of water treatment offerings:to refineries and petrochemical
plants. Qur-upstream proces§ applications improve oil and gas recovery and production, extend*
production equipment life anld decrease opérating costs through services that include scale,
paraffin and corrosion control, oil andiwater separation, and gas hydrate management solutions.
Our downstream process apf)lications increase refinery and petrochemical plant efficiency and the
useful lives of custorter asséls; while imiproving refined and pétrochemical product quality and '
yields.'Our. customers inclide nearly all of thé largest publicly traded oil companies. Nine'of our
ten largest Energy Services c:ustomers in 2006 have been with us for more than ten years, with
most more than 20 years. Our. Energy Services division generated 2006 net sales of $1.052 billion,
representing 29% of our net sales. We continue to emphasize safety and environmental leadership,
in our product ;f.ley!elppment and implementation efforts. . SRR : . .

Our Energy Services division is divided into a Downstream refinery and petrochernical processing
service business and an Upstream group composed of our Oilfield Chemicals and Adomite business.

O S

Adomite Well Service Applic.'&ﬁons R
] - R .

-4 . »

-
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We support the Drilling/Exploration service industry by designing and supplying chemicals for drilling
activities. Our Adomite business supplies chemicals for the cementing, drilling, fracturing and acidizing
phases of oil and gas g_xplpré_tjqn, as well as conducting independent research and jointly developing
products withlrjnajor_ well sefvic,e companies. ., ., i i et 7 L : .
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I E L AL FUR HTY -
(il and natural gas productiion is increasing in harsh ‘envifonments: extreme temperature and pressure
in remote locations. Explora}tion and production projects are gaining in scope and size, and with

elevated oil prices, the stakes have increased in flow assurance and infrastructure protection. Focusing

on these new challenges, th:c Oilfield Chemicals group offers solutions to production flow challenges
such as hydrate formation, paraffin deposition and emulsified streams.; 2t ©- a o

We are the_teéhn(flc;gy 'lead%:_r in the offshore marketpiace ad are the ‘only supplier of SurFlo
Certified products that have undergone aggressive testing to ensure safety and effectiveness in

offshore, deepwater and ult:ga-deepwatc;r environments..Our FREEFLOW natural gas hydrate

inhibition prbéram reptesents an industry step-change, economically and safely displacing traditional '
hydrate control methods. O;ur expertise in new production techniques, such as seawater flood o
injection, help$ our customers maximize the production of their operation while ensuring the safety
and reliability of their infrastructure. Produced oil contains water that is costly to transport and
damaging to infrastructure.|Our oil and water separation technologies and custom-blended products
break oil and water emulsions, allowing water removal. Qur water clarifiers work :to purify the water

and make it safe for environmental re-introduction. . e, Tt S

H

Capital expenditure investments in the heavy oil and tar’ éar;ds' market by '_largé,.integratéd.energy
companies are expected to lorow significantly in the coming years. For thi§ reason, we are investing
heavily in the idevelopment: of new technologies to address the many challenges in these areas. For
example, our novel Statistical Bottle Test approach reduces trial and error by helping us more
accurately select the chemi:stries that will perform best in the field. This enables us to quickly identify
solutions and to understand which néw technologies will be appli¢able in'the Heavy oil and tar sands
market: As a result, a ne\'v,l patented class of chémistry' has been developed and-successfully tested in’

2006 for deployment in 2007 -+ *- . s




Downsn'eam Refining Apphcanons

Our mdustry -focused sales engineers provrde process and water treatment applications specific to 'the
petroleum refining and fuels industry, enabling our customers to profitably refine and upgrade
hydrocarbons. Our heavy o0il upgrading programs minimize operation costs and mitigate fouling,
corrosion, foaming and the effects of heavy metals when refining lower-quality crude oils.

The SCORPION II program combats napthenic acid corrosion problems, allowing refiners to take
advantage of discounted high acid crudes through combined chemistry, novel monitoring and
simulation technologres Our proprietary NEOSTAR crude oil database and our newly patented
chemistries are coupled with over 20 years of experience in the treatment of high-temperature
corrosion. As energy costs continue 1o rise, refiners are looking at innovative ways to reduce
consumption. We partner with our customers to deliver energy utilization efficiency.

Crude unit fouling can increase energy and maintenance costs, while reducing crude output. Qur
THERMOGAIN program mcludes umque chemistries and patented crude stability tests to prevent
crude unit fouling. :

Our total systems approach to water and process enables out customers to maximize energy on the
utilities sidé." With' advances in monitoring, chemistry and ‘application, the 3D TRASAR cooling water
stress management program has. reduced shutdowns for customers, resulting in maximum operational
efficiency. ‘ .

The refining industry is also addressing clean fuels regulations that require drastic reduction in the
level of sulfur allowed in fuels. Qur H,S Scavengers, such as the SULFA-CHECK system, help our
customers to meet regulatory standards. Hydro-processing to meet low-sulfur fuel specifications can
increase thé corrosiveness of fuels. We offer an éentire line of fuel additives, including corrosion
inhibitors, to protect engine fuel systems and pre-market underground storage tanks and piping. In
addition, we offer fuel stabilizers, pour-point depressants, cetane improvers, detergents and
antioxidants for home heating oil and premium diesel and gasoline packages. The PROSPEC Treat
Service combines our knowledge of fuel specifications, test requirements, product selection,
application technology and on-site coordination to sclve expensive ﬁnlshed product problems in
refinery tank farms, third party terminals and ports.

Downstream Chemical Processing Applicatious

Our industry-focused sales engineers provide on-sue techmcal service and innovative chemical
processing and water treatment technologies at more than 250 chemical plants in 45 countries
worldwide. We guide chemical plants through obstacles that arise during operation and help maximize
return on investment through products and services tailored to each customer’s requirements, climate
and logistics. We support olefins producers worldwide with proprietary treatment programs for
ethylene and butadiene plant performance maximization.

The ACTRENE fouling control program represents a significant advancement in the clefins chemical
process industry, dramatically increasing operations run-lengths. This technology reliably mitigates and
controls fouling in fractional distillation units. COKELESS coking control technology protects radiant
and transfer line exchanger sections of ‘ethylene plant furnaces without adverse effects to metallurgy
or downstream processes. AQUAMAX corrosion control provides cost-effective, sodium-free -
corrosion control in dilution steam systems. We also provide a comprehensive line of antifoams,
antifoulants and corrosion inhibitors for butadiene operations.

Water Applications IR

We provide total water management solutlons spec1ﬁc to customers reﬂmng and chemical processing
needs in the areas of water clarification, boiler treatment, cooling water treatment and wastewater
treatment. See “— Industrial and Institutional Services — Water Treatment Applications.”
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Paper Services . .. . o : S : .

Our Paper Services'division offers a comprehensive portfolio of prog‘famS't_h'ét are used'in all principal
steps of the papermaking process and across all grades of paper, includinggraphic grades, board dnd
packaging, and itissue and towel. Our customers include the 20 largest paper companies in the world. -
Eight of our ten largest Paper Services customers in 2006.have been with us for more than 15 years.
Our Paper Services segment|generated 2006 net sales of $722 million, representing 20% of our: net’”

sales. ! L - . PO .
. R B

Today’s pulp arid Pape_gmakﬁrs are under pressure to improve the overall efficiency of their operations
in the face of capacity challénges, shifting market demand for their finished products and escalating
N O - _ iy e ot

costs. Their customers demand that end produgt properties — such as brightness, tissue softness, ot

paper '§,treng1h —, i)f:rform to increasingly challenging specifications in a very competitive environment.
To help our customers excel, we developed our SMART Solutions program, a grade-based approach

for improving customers’ en:d product performance and optimizing operational efficiency. It is through
the dedication of our well-trained sales engineers, technical industry consultants, and research and =
development teams that we are able to successfully implement our SMART Solutions program and .
innovativé technology. . - et . ' B ‘

c”,;}‘
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Pulp Applications

o’

LR IR = . ) i ooos . - 2

] [ e i i . g H [ 1

DI ) - L .

Careful management of ﬁbelr and energy resources'is critical to both the quality and the efficiency of
the pulpjing.op%}'atiqn, especially as wood and energy costs are elevated and manufacturers are forced
to use variable sources of fiber. Our SMART Solutions for Fiber and Energy Management provides
pulp manufacturers the’answers to increase efficiency, improve pulp quality and decrease the total cost
ofoperat;on."’{; R SO L TR " .
Our SMART Solutions for Fiber and Energy Management impact every grade of paper produced,
providing the $ustainability benefits and cost competitiveness our customers need to survive in today’s
marketplace. Whether it is the mechanical, chemical, or de-inked pulping process, our programs and
services are désigned and tallilored to meet the, individual customer’s needs for every phase of the
pulping and bleaching process. ' o ol o !

We offer comf)lete programs to manage organic and inorganic contarninants and entrained air in the
pulping proces%s 1o avoid off-quality pulp or connected process problems. Our programs maximize
process efficiency and increase pulp cleanliness and brightness in bleaching operations, as well as
predict and monitor scaling potential utilizing on-line monitoring to’ design ef_fect_ive.treatmeﬁ't'
programs and{évéid'co'stly failures.” '~ T ) ' ST
Paper Applications ' ' N

M -

As we approach the papermaking process, we take into account the varying needs of producers of
different paper grades. Manufacturers of board and packaging, graphic papers, and tisSue and towel -
have very different needs based on the’demands of their customers. For exaniple,'maintainiri‘g strength
in board and packaging is achieved véry diffefently than the.softness demanded by consumers of

tissue and towel products. |~ . . .

b

e . r . .
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In addition, ‘ifferent f)apeg sggménts have varying needs based on current market trengjs.)A ,
papermaker 1?1 a segment éxperiencing strong growth may need to maximize, production rates,
optimize finished sheet qua'lity ar}d minimize paper machine down time. For a segment facing slower
growth, we m:ay'( instead be: asked to focus on improving operating efficiencies and reducing the total

cost of a customer’s operations. >

Qur paper prbcess applications focus-on opportunities to reduce our customers’ total operating costs,
increase machine productivity, improve sheet properties, enhance product quality, and extend machine
life. These customer benefits are achieved through a variety of programs, including microorganism
control, increased retentidﬁ, drainage and formation, felt cleaning, incréased paper strength,
prevention of surface ‘pitcﬁ and stickies deposition; and chemiical fiber de-inking. Advanced sensing,
monitoring ar:ld;aﬁtomatioil technologiés are incorporated into the applications to optimize program
effectiveness and minimize risk. S . SRR
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Specific to cach grade segment, our programs deliver value in the form of improved brightness, lower
basis weight, improved bulk and softness, improved printability and many other key business drivers
that our customers determine are critical to the success of their business. We integrate the entire
papermakmg process through mechamcal operational and chemical means to concentrate specifically
on what our ' customers need to succeed in their market segments and improve overall operauonal

efﬁc1ency R T '

’

Focusing on Gmrt’th Areas

We recently announced thé launch of EXTRA WHITE' Brightness Technology as the first in a series
of advancements that form the foundation of SMART Solutions for Opticals Management This
innovative ‘new technology delivers cost-effectlve bnghtness and whiteness development inan
envrronmentally friéndly and’ safe manner, while having a posmve impact on operattonal efﬁc1ency as ',
compared to tradmonal bnghtness development methods. .

Additionally, the PARETO Wet-End Opt1m12at10n Technology offermg is used to 1mprove and
optimize the delivery of retention aid chemicals to the paper machine. An integral part of SMART |
Solutions for Efficiency, PARETO technology focuses on the many variables that impact’ quahty and
efficiency in modern papermaking, delwermg optimization of key system inputs. PARETO technology
can provide significant improvement in chemical efﬁcrencres at minimized consumptton of key
resources such as water and energy. ‘ .- W

Our SMART Solutions’ for Efﬁcxency offermg is also supported by an excluswe global d1str1butor
agreement with HeltoJET Cleanlng Technologies, Inc., a manufacturer of high- pressure, - '
high-temperature water delivery systems. The Nalco/HehoJET program combines engineering,
operational and chemical elements with an unsurpassed knowledge base to ensure that the -unit-
operations of forming, pressmg and drying:and their associated parts perform to thetr ‘design
specifications. . '

Our Paper Servrces dwrstons SMART Solutions offermg helps create 51gn1ﬁcant addltronal growth
opportunities. ‘Our grade -based approach led to a focused initiative in the high-value tissue and towel
segment. With the appropriate alignment of technical support resources, and an unprecedented
investment in innovation we have developed an exceptional program portiolio for tissue and towel

CUStOlTlEl'S n e o '

An example of these programs is our SMART Solutrons for Coatrngs which results in the proper
balance of mechanical, operational and chemical components to achieve the desrred sheet
characteristics and to maximize machme runnability. :

Water Apphcauons

We: brmg a comprehensrve focus to water-related problems in all areas of pulp and paper mrlls Water
is-one of the primary components of the papermaking system. For each ton of paper produced,
thousands of gallons of water, are used. Careful management of the water throughout the process not
omnly significantly impacts the water, fiber and energy costs of an operation, but also significantly
influences the final properties of the sheet and machine elficiency. Using an engineering approach -

— evaluating the mechanical, operatlonal and chemical aspects of ‘an application — our sales
engineers effecttvely demoristrate how sustainable lmprovement projécts can be identified and
implemented. See — Industnal and Instltutlonal Services — Water Tréatmient Applrcatrons

Qur Services

Our businéss is focused on providing mtegrated solutions to complex issues for our customers.
Differences in customer equipment and processes drive substantial variation in the individual
programs we create. In addition, fluctuations within an operation, such'as changes in water quality or
petroleum characteristics, require us to continually adapt our solutions to meet our customers’ needs.
These solutions are often adapted on-site by our technical sales professionals. Our sales teams are
supported by analytical services, consultrng services, techaical field services and envrronmental hygtene
services. S - ' -
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Analyrical Services

Our highly trained analytical researchers combine in-field work and laboratory analysis to develop
recommen_datio{‘ns. Our ISO 9001:2000-certified laboratories use state-of-the-art equipment, including
mass and nuclear magnetic resonance spectrometers and scanning electron microscopes, to conduct
samplé testing énd ‘process failure analysis for water treatment, paper process and energy process
applications. We have provided analytical services for more than 50 years and our.more than 100

. | - . y . . : Lo . . . . . Lt
analytical researchers have an average of more than ten years of experience in this field. In addition,

approximately 45% of our cﬁemists have advanced degrees.

G

Consulting Serv}ices

Our on-sitg experts, ind‘_tistm technical consultants and reseqréhqrs develop 'appl"orprié't'e"solutioris for a
broad range of {custorrier'y‘g:quireménts, such as single process optimization, §ystem—widc program
implementation, troublpshodlting or increasing efficiencies. We provide numerous plant, process and
application audits and surveys in water, energy ‘or paper processing. We offer consulting for all water
use and discharge areas and{make; recommendations for improvements, cost reductions or efficiency
improvements l;through our Advanced Recycle Technology programs. Our technically trained sales
professionals can also rely olri guidance from a global knowledge management system that allows
access to our specialized experts anywhere in the-world. We take a multi-disciplinary approdch to .
developing solutions by.eval'uating the mechanical, operational and chemical aspects of each process.
By monitoring ‘interactions l?etween these three system components, our. ficld engineers are ablesto -
anticipate and solve problems and prevent damage to customer processes. We utilize advanced
database and computer anal';r;ical programs to support-these efforts, including our VANTAGE
database, which captures analytical data, prepares diagnostic images.and reports on a real-time basis.

. ~ .
4 . N I . : ! . . .

Technical and Field Services| '~ . . e g . .

We provide expert technicall assistance for chemical feed and control equipment installation, start-up,
calibration, preventative maintenance and repair throughout the world. In addition to the components
we maintain regionally, we f)rovide on-site, services, including on-site testing, on-site system - .~
troubleshooting, inventory management, chemical usage determination, chemical dosage audits and
cleaning services. t Co - RRNTC A BN ;
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Environmen'tal‘HygieneServices LA TR '
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We offer a complete line of|specialized services designed to assess, control and réduce risk from * -
water-borne p'e‘tthogens such asl' legionella. Trained hygiene service specialists perform risk assessments
to identify area:xs within the :doméstic cold and hot water, process water, cooling tower, emergency
water‘and other systems that could be at risk for pathogen proliferation.' We then develop prioritized -
recommendations and a remediation’ plari to reduce the risk of pathogen exposure that can lead to -
ilinesses such Ele Legionnairt‘es’ Disease. Our protocols help our customers comply with guidelines -
created by pro;fessional organizations,state and federal government agencies, or local governments... - -
We additionally. offer an air.focused Building Environment S@lutibhs,pgdgrhm. It focusés on lowering

building(oper'a:ting expenses such as energy costs, and increasing tenlant{_s_aitisfaétlibn ghrqug'h Jmproved
indoor air quality. Our COIL-FLO coil cleaning program removes microbial contamination, dust and
debris so HVAC units operate more efficiently and without odor. 01'1r line of Filtrete Commercial C
High Performance HVAC filters from 3M reduces particles so building air is fresh and coils stay
cleaner. The low airflow resistance of the filters reduces fan energy consumption. We then implement

a monitoring program around air particles, energy consumption, ‘and efficiency goals. "

Customer Training _ , po

In order to educate our customers and promote more efficient and ‘effective systems and processes in--
their operations, we-have dleveloped,various:training.programs and interactive ‘online training that.«- -
teach operato{s and engineers how to‘work more effectively and efficiently. We conduct water
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treatment seminars to formally train our customers how to use our equipment and chemicals and how
to 1mp1ernent best practices. For example, we provide water treatment workshops in a classroom |
setting where attendees discuss’ techmcal and industry- -related issues among their peers and are able to
revrew tailored answers to their operatton sPecuic questions. Facilitators guide ‘the attendees through
various topics such as trending, energy management cost 1mphcauons and best practtces These peer
group discussions help the attendees troubleshoot and ¢reate support network groups. The latest
addition to our training curriculum is our 1nteractrve web based program, Nalco University, which
provides an economical and convenient altérnative to our semtnars '

Equipment

i - +

We offer complete equipment systems as part of our 1ntegrated offering, ranging, from reusable
shipping containers and feed and process control equipment to mtegrated wrreless web-based, data
collectton services. In addition, we offer a range of field test kits, process-momtormg equipment, and
complete chemrcal feed and storage systems proven and tested for industrial environments.

We recognize. the importance of accurate, reliable chemical feed to the success of manufacturing -
process and water treatment programs.. Pre-packaged chemical feed systems ensure easy installation,
start-up and reliable chemical feed, including our ValueLine Polymer Feeders and a line of modular
pump and control systems. These chemical feed systems are used-to' pump chemicals into a customer’s
manufacturing and/or water treatment process. Some -feed systems ‘also have mixing technologies that
produce high-quality solutions without using ‘mechanicai-agitators. Additionally, we have set the:”
standard for returnable chemical delivery systems and “hands-off” chemical handling. Our =
PORTA-FEED container units are returnable shipping containers set up'at.a'customer’s plant to feed
our chemicals into-the customer’s system. When the chemical level is low, a refill unit is delivered to
the plant and we take the empty PORTA-FEED unit back for cleaning and re-use. Since the
introduction of the PORTA-FEED program in 1985, we have eliminated the disposal of over four
rnrlhon chem1ca1 drums. _ R .

. . '
< ' 1

We also understand that it is crucial to all busmesses to have the power-to monitor and control their
chemical treatment programs on.an on-going basis in an efficient and:easy-to-use manner. Qur -
web-based monitoring service is a powerful muiti-functional microprocessor with an embedded web
server available in two series. Qur Boiler Controlier is designed to provide reliable automation for
corrosion and scaling control programs in boilers. Our Cooling Tower Controller provides reliable
automation of corrosion, scaling and microbiological growth control programs.in cooling water.
applications. Both series 1nclude a revolutionary dtgttal communications package which allows the
customer to changé set points, manually activate or deactivate pumps and valves, upgrade software,
and receive reports or alarms, from any personal computer that has Internet access

We have developed equtpment that works with our innovative TRASAR and 3D TRASAR
technology to provide real-time, on-line monitoring of actual chemical levels in a system. Through our
TRASAR system, we chemically “par-code” treatment molecules,with a fluorescent tracer that reacts
to specific light wavelengths. Once the product is fed into a system, the tracer is optically excited and.
detected. Our equipment momtors the level of chemicals and continuously makes automatic
adJustments as necessary through chemtcal injection systems ltnked t¢ the TRASAR or 3D TRASAR
controller. By preventing overfeeding ‘and underfeeding, and ehmmaung the unnecessary application
of chemicals, this real:time, on-line monitoring capab111ty saves water and energy as well as improves
efﬁcrency, reliability and productmty v

We offer integrated. UltraTreat systems that tnclude mdustnal reverse Osmosis systems water softening
equipment, multi-media and carbon filtration and high efficiency filters.

Joint Ventures

During our history, we.have entered into:general partnerships or joint'ventures for limited scope
business opportunities. For example, we conducted our energy services business through a joint
venture with Exxon Chemical Company, a division-of Exxon Mobil Corporation, until 2001 when we -
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redeemed Exxon’s interest il’ll the joint venture and it became a wholly owned subsidiary of our .
Company. We fe-established!a joint venture relationship with USFilter Corporation, Treated Water
Outsourcing, t0 pursue process water treatment outsourcing projects and to supply standard water
treatment equipment: packag',es with-our chemicals*and service offerings. In June 2004, we entered into
a joint venture 'with Kat’ayar:na Chemical, Inc., or KCI, for the marketing and sale of our water . . !
treatment and-process chemlicals‘in Japan. KCI'is a leading participant in these markets in Japan.and
the venture will permit the combination of our broad product portfolio with KCI’s strong market  ©
presence. This joint venture will not include manufacturing, research and administrative resources, :
which will continué to be provided to the joint venture by the parents. In December 2004, we
announced an industry-leading alliance with.JohnsonDiversey that will help customers in the food,
beverage, phar:maceutical and institutional-industries reduce their total operating costs, improve - "
operating e‘fﬁcilency'angi_ redhce_: environrr‘lemal,imp?ctsﬂ 'Fhis_total-site program called Responsible
Resource Solutions takes a comprehensive approach to a facility’s operations, and del'ivéré_ﬁoluti‘ons’ to
better manage key resources such as water, energy and wasté. Additionally, we maintain lonigstanding’
partnerships in Saudi Arabia, relating to base-water treatment; ‘and in ‘Spain, relating to oil-free

3

. |
emulsion polymers. S R T L

We will continue.to evaluate the potential for partnerships and joint,ventures that can assist us in

. . AN . : : -
increasing our geographic, tlechnologlcal and product, reach,.For example, we continue (o evaluate
partnerships that will expand our offerings.to, our middle market customers and that will permit us a .,
more significant local identity in certain Asian countries. . . -, -t i
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Water manageipext\_t,',ahd process improvement s'ervif(:é‘cohlpaniéls compete (_);1 {hé_b'ilsié of their
demonstrated %valu'é,' tgchniqual expért_ise,,chelm'iéal"f'o'rriu‘l‘iations, coi}sultiqg _scr\j'i*ge:s, Eietg_:ction e
equipment, monitoring services, and dosing and metgri}:g equipMént. In gen'éral; the markets in which
our Company competes are led by a few large companies, with the rest of the market served-by .+ w ..

smaller entities focusing on|more limited geographic regions.
Wt NI v T Pl i, R :

L . e el PR
The market for water treatment chemicals is highly fragmented, but is led by our Company and GE.
Water Technologies. The re:mainder of- the market, is comprised of mainly regional and local players. -
Regional service providers tend to be mid-sized and focus either on a limited geographic region or a",
smaller subset|of products s:md services and include companies such as Ashland Inc.’s Drew Industrial
Division, ChemTreat, Inc. and Kurita Water Industries Litd. Local pplayers are smaller and tend to
focus on servi{:ing local businesses typically requiring. less sophisticated applications. =, .5,

]
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The largest pa;rticipant's in 1Ihe energy services s;ic':'td'r'ére our Company, Baker Petroliquorporatibn,"
GE Water Technologies and Chiampion Technologies, Inc. The rémainder of the market consistsof -*

smaller, regional niche companies focused ‘on limited geographic areas.” R
The market for specialty ar:ld water treatment Chigfriicais' used in the pulp and paper indi;fstf% is,. r,
fragmented. The top suppliers of water treatment services 10 the pulp and paper industry are our
Company, Hercules Incorp(f)rated, Kemira Oyj, Ciba Specialty Chemical Holding Inc., BASF AG and «
Akzo Nobel l\iI.V.’s EKA Chemicals AB. The remainder of the market is comp{ised_of smaller,
regional participants. S - e

i FEE S T L S T
Research and;Developmeﬁt B R R . o .
We benefit frém a high quality res¢areh'and development effort consisting of more than 450 personnel
worldwide, m‘b're than 1604::)f whom have Ph.D.s; dedicated'to devéloping new téthnology and
providing support.Our laboratories, which-are Io¢atéd in'the Uhited Statés,'the’ Netherlanids and b
Singapore, are involved in the research and development of chemical products and'in providing *
technical support, including chemical analyses of water and process samples. Research and | .
development spending was, $61.6 million for the year ended December 31, 2006. Spending on research
and development was $58.5 million and $56.7 million for the years ended December 31, 2005 and
2004,.respectively. In 'recen:t years, we have received numerous research and development awards, i~
including awards for ULTIMER 00LT053, ULTIMER, Nalco:ACT, NALCO98DF063, TRASAR3000,
our high stress polymers and STAsBReEX: . . T (R b .
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As part of the allocation of the purchase price for the Acquisition, we recorded a one-time charge of
$122.3 million during the year ended December 31, 2004 for purchased in-process research and
development, or IPR&D. The value of purchased IPR&D was comprised of five ongoing developmerit
projects at the date of the Acquisition that were identified as having economic value, but that had not
yet reached technological feasibility and had no alternative future use. Most of this charge was
attributable to two projects, 3D TRASAR and Bright Water, 3D TRASAR is a technology that is .
intended to automate the cooling water treatment “triangle” (scale, corrosion, and microbial fouling)
by providing an integrated system of patented chemicals and equipment to inhibit these conditions.
Bright Water entails the development of a polymer that will enhance the yield of oil. from wells, while
decreasing the amount of water produced with the oil. Commercialization of the 3D TRASAR began
in 2004 and commercialization of Brlght Water projects is planned for 2007.

We believe that continued research and development actjvities are critical to maintaining our
leadership position in the industry and will provide us with a competitive advantage as we seek
additional busmess with new and ex1st1ng customers

Intellectual Property :

We own or have licenses to usé a'large numbet of patents relating to a large number of products and
processes. We currently have more than 600 patents in the United States and more than 2,000 .
worldwide with remaining durations ranging from less than one year to 20 years. The average
remaining duration is approxrmately nine years. We also have over 300 regrstered U.S. trademarks
covering our products. Our rights under such patents and licenses and trademarks are of significant
importance in the operation of the business. Patents related to our TRASAR and 3D TRASAR
technology and trademarks related to Nalco Company and Calgon are considered' material to our
business. We believe that~ r}o.other patent, trademark or license is material to our business.

Raw Matenals- LT . - . - .

We purchase more than 6,900 raw materials, with the largest single raw material representing just
over 1% of sales, or about 4% of raw material purchases. ‘While-single raw material purchases are
not significant to us, we do purchase similar categories of products in many cases. Four categories
of raw material purchases represented more than 10% of our total North Ameérican purchases in -
2006: Organics; Monomers; Polymers; and Solvents, Oils and Aleohols. In addition, another three
categories of raw materials account for more than 5% of our raw material spend: Amines;
Surfactants; and Inorganics and Salts, Our raw material purchases also include a variety of
biocides, packages, bases, defoamers, fatty acids and phosphonates, among many other types of ,
matenals For the years ended December 31, 2006, 2005 and 2004, we purchased direct materials
valued at $1,053 million, $923 m1lhon and $768 million, respectively. In addition, joint ventures | . .
consolidated by us made direct material purchases valued at $60.6 million and $63. 4 million in the
years ended December 31, 2006 and 2005, respectwely

Working Capital : U “

To better serve and meet the needs of our customers, approximately 15% of our inventories are
maintained at customer sites as consignment inventories. Although the consignment inventory model
is in place throughout the world, its use is most prevalent in North America. The decision to put
inventory at a customer’s site is usually based on a request from the customer. Tracking systems are in
place to follow movements, and inventory quantities at each site are monitored to prevent inventory
build-ups. Periodic physical counts are performed.to validate the tracking systems and to ensure that
the accounting records ,are properly stated

Employees

As of December 31, 2006, we had about 11,100 employees, of whom approximately 4, 600 were
employed in North Amenca approximately 3,000 were employed in Europe, the Middle East and
Africa, approximately 1,600 were employed in Latin America and approximately 1,900 were employed
in the Pacific region. We consider relations with our employees to be good. )
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Environmental Matters ’ . Lo LR

v b 1
Governmental provisions regulatmg the d1scharge of materials into the environment or otherwwe
relating to the protecuon of ‘the env1ronment have. had and w1ll continue to have, an effect on us and
on our operatlons Under; some envnronmental laws we. may be jointly and severally, liable for the.
costs of env1ronmental contarmnatlon on or emanating from our properties and at, off sne locations
where we dlSpOSCd or arrang'ed for the dlsposal or treatment of regulated matenals and may also
incur liability- -for damages’ to natural resources, We have made and continue to make expenchtures "for
projects relating to the enwronment We are currently identified as a: potentlally responsible party’at
certain contaminated waste dlsposal sites: We do not anticipate that these matters will result in
material hab1lmes Howéverthere can be no assurance that dlscovery of previously unknown ’

condmons or other circumstances w1ll not requ1re s1gn1ﬁcant expendltures by us.
fho
We do not beheve that compllance w1th env1ronmental protectlon laws and regulatlons wnll have a

material effect upon our capltal expenditures, earnings or competitive position, although there can be
no assurance to that effect. Our capital expenditures for environmental control facilities during 2007
and future periods are not presently expected to be matenal to us. We believe that any llab111ty that
may result from the resolutlon of env1ronmental mattérs for which sufﬁc1ent information is ‘available
to support cost estimates w1]11 nof havea material-adverse ‘effect on our financial’ posmon or results of’
operations. However, we cannot predict the effect on our financial’ position of expenditures for'aspects
of certain matters for Wh]Ch there is insufficient information. In addition, we cannot predict the éffect
of comphance with environmental laws-and regulations with respect to unknown, environmental
matiers or future envxronmental requirements on our ﬁnancral position, results: of operations, liquidity,
orcashﬂow'. - 1 C e, . - e _ ..

-

We have been, named as'a defendant in muiti- party lawsuits based on our claimed-involvement in the
supply of allegedly hazardous materials. The plainiiffs seek damages for alleged personal injury or the
potential of personal injury|resulting from exposure to various chemicals. These matters have had de
minimis 1mpact on our business hlstoncally, and we do not anticipate that these matters present any .
material risk to our bu51ne§s or.competitive;position.in the future. Notwithstanding our past
experience, we cannot predwt wrth certainty the.outcome of any such tort claims or the involvement
we might have in such matters in the future. . . - ‘ . :

We are also sub]ect toa varlety of regulations relating to the production and handling of our praducts,
as well as the conduct and condmon of our production facilities. We do not believe that these _
regulatory requirements will have a material effect on- .capital expenditures, earnings or competitive
position. Recently adopted|chem1cal registration regulations in the European Union, referred to as
REACH, willjresult in additional costs to us and-our competitors. These costs are presently not
anticipated to materially. 1mpact earnings or our competitive posmon but we have not yet determined

their full impact on our busmess : e . T AN .
Executive Office}s' N S _ 3 - o
Name . ¢+ ;" ~ - . ‘ L . . - Title . - ‘ ' A.glg
Dr. William H. Joyce Director, Chairman of the Board and Chief Executive ‘Officer . .71
William J Roé: .' ..... ... ° Executive Vice President, Chief Operating Officer and:President; -

l a Industrial and Institutional Services division'' ! ! 53
Bradley T:Bell........ 1 Executive Vice President and Chief Financial Officer it 54
Daniel M. Harker. ...... Senior Vice President, Global Supply Chain © 54
John L. Gigerich........|. Vice President, Administration - o, ., o4
Louis L. Loosbrock ... .. .| . Group Vice President and President, Pacific dmsmn : . 53
Scott C. Mason ........ .|. » Group Vice President and President, Alternate Channels and .

RO PR Operations Planning . .. ., - . S © v 48
Gregory N. Nelson .....:| .+ Group Vice President-and President, Services and Equipment-. - 51
Johi P. Yimoyines. ... ...} . Group Vice President and President, Paper Services division 58
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Dr: William H. Joyee has been our Chairman and Chief Executive Officer since joining us in
November 2003. Dr. Joyce was formerly the Chairman and Chief Executive Officer of Hercules
Incorporated, a position he took in May 2001. Dr. Joyce had been Chaifman, President and Chief
Executive Officer of Union Carbide Corporation from 1996 through May 2001. From 1995't6'1996,
Dr. Joyce was President and Chief Executive Officer, and from 1993 to 1995 He was PreSIdent of

Uniont-Carbide. Prior to that, he had been Chief Opcratmg Ofﬁcer of Umon Carbide since 1992.
. R T
Wl]llam J. Roe is our Executlve Vice President, Chief Operatmg Ofﬁcer and Presrdent Industrial and

Insntunonal Services division. Mr. Roe has served as Chief Operating; Officer since 2001 and as ,, -,
Executive Vice President, Industrial and Institutional Services division, since November 2003. Prior to’
that, in 1999, Mr. Roe was elected Group Vice President and President of the Pacific and Process.
divisions. In 1998, Mr. Roe served as Vice President and President of the Process division. He was' |
named District Manager for the Mining and Mineral Processmg Chemicals Group in 1989 Marketmg
Manager in 1991 and promoted to General Mandger in 1994. Mr. Roe joined usin 1978 'as"an
Assistant Chemist in Research. Mr. Roe was promoted-to Chemist in 1979, Senior Chemist and Group
Leader in 1981 ‘and to Techmcal Director in 1985 ‘ : ,‘

Bradley J. Bell has been our Executlve Vice Presrdent and Chlef Fmancral Officer since ]ommg us in
November 2003. From 1997 1o 2003, Mr. Bell served as Senior Vice Presrdent and Chief Financial
Officer of Rohm and Haas Company. Prior to that, Mr Bell served as Vice President and, Treasurer of
both the Whirlpool Corporatlon from 1987 to 1997, and the. Bundy .Corporation, from 1980 to 1987.

Daniel M. Harker is our Senior Vice President, Global Supply Chain. Mr. Harker'has served in this
capacity since 2003. In 2001, Mr. Harker became Vice President, Supply Chain, after joining Nalco
from Calgon in 2000 as Vice President, Manufacturing and Logistics. From 1998 to 2000, Mr. Harker
served as Vice President of Global Operations for Calgon. Prior to that, Mr. Harker. was with Rhone
Poulenc from 1993 to 1998 ,and Union Carbide from 1975 to 1993, R -

John L. Glgench is otir Vice President, Administration, joining us in July 2004. Between 2000 and
June 2004, Mr. Gigerich was an independent consultant to major companies for information
technology, procurement and logistics projects. From 1993 through 1999, 'Mr. Gigerich was Vice
President for Union Carbide Corporation, managing its information technology, procurement, and '-

" product distribution. Before that, Mr. Gigerich spent 28 years in thé banklng industry. He is a

Certlﬁed Public Accountant

Louis L. Loosbrock is our Group Vlce President and President of our Pacific division.'Mr. Loosbrock -
has been President of the Pacific division since April 2003. Prior to that, Mr. Loosbrock served as -
Group Vice President and President of our Pulp and Paper division from‘April 2002 to April 2003. '~
Mr. Loosbrock served as General Manager, Global Mining from 1998 to 2002; Sales Manager from
1986-to 1989 and 1991-to 1998; and Marketing Manager from 1989 to 1991. He began-his'career with
us in 1977 as a Sales Representative in the Mining Group and in 1981 was named District Manager.

Scott C. Mason joined us in January 2006 as Group Vice President and President, Alternate Channels
and Operations Planning. Mr. Mason was formerly Vice President of GrafTech International Lid. and '

served as President, Advanced Carbon Solutions (2005). He was President, Graphite Power Systems
from 2003 to 2005. From 2000 to 2002, Mr. Mason was President, Advanced Energy Technologies. He

was elected Chief Executive Officer and Chairman of Carbon Savoie (France) from 2003 to 2005, and.
he was elected Chief Executive Officer and President, UCAR SpA (Italy) from 2003 to 2005. Prior to

that, Mr. Mason held numerous positions with Union Carbide Corporation, where he began his career-
in 1981. _ R -~

Gregory N. Nelson is our Group Vice President and President, Services and Equipment. He'is also '
our Managing Director, European Operations. Mr. Nelson joined us in January 2005 as President,
Alternate Channels and Global Services. Prior to joining us, Mr. Nelson was Chief Procurement -
Officer and Vice President for Supply Chain at Sun Chemical from 2003 to 2004 and Vice President
for Global Procurement at Dow Chemical and Union Carbide from' 1997 to 2003. Mr. Nelson started .
his career at ExxonMobil Chemical Company in 1977-as an engineer and held several positions in

manufacturing, logistics and strategic business planning until 1997.
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John P. Yimoymes is our Group Vice President and President, Paper Services.division. Mr. Yimoyines
has served in this capacity since June 2006. Prior to joining us, Mr. Yimoyines spent 35 years in the
chemical industry working ﬁrst for Union Carbide and then Dow after the acquisition of Union
Carbide by Dow. He was named Vice President-Corporate Ventures at Union Carbide in 1994 and
became Vice President, General Manager, Specialty Polyolefins in 1998, He carried this title into Dow
in 2001; where.he was later named Vice President, Technology Licensing and Catalysts in 2004,
Mr. Yimoyines'has been mstrumental in the formation of several international ]omt ventures.

! .

[ ! J

Web Site i ' _ ' : c L ",

The Companys Web site address is www.nalco.com. The Company makes avallable free of charge on
or through'its Web site its Code of Ethical Businéss. Conduct, Officer Code of Ethics, annual report
on Form 10-K; quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to
those reports és $00N as reasonably practicable after such material is electronically filed with or
furnished to the Securities and Exchange Commission. The Web site also includes the’ Companys
corporate governance guldehnes and the charters for the audit, compensation, nominating.and
corporate governance and safety, health and envnronment commnttees of the Board of Dlrectors -
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ITEM 1A, .RISK FACTORS . « . o R ok

If we ‘are unable to respond to the changmg needs of a pamcular mdustry ‘and to annapate, respond to or
utilize changing technolog:es and develop new oﬁ’enngs, it could become more dtﬁ‘icult for us to respond
fo our customers’ needs and cause us to be less competmve. AR

We have hlstoncally been able 10 maintain our market posmons and margins through continuous
innovation of products and develppment_ of new offerings to create value for our customers. Recent
innovations and developments that we have relied on include our 3D TRASAR system for controlling
and monitoring chemical feed and our recent relationship with USFilter, which permits us to sell
equipment solutions as part of a bundled offering to our water treatment customers. We may not be’
successful in continuing to make similar, innovations in the future., Our future operating results will
depend to a significant extent on our, ab1hty, to continue to mtroduce new, products and applications
and to develop new offerings that offer distinct value for our customers. Many of our products may be
affected by rapid technological change and new product introductions and enhancements We .expect
to continue to enhance our existing products and identify, develop and manufacture new. products with
improved capab1ht1e5 and make improvements in our productivity in order 10 maintain our
competitive position, We mtend to devote 312eable resources to the development of new . . ‘
technologically advanced products and systems and to continue to devote a substantial amotint of
expenditures to the research and development functions of our business. However, we cannot assure
you that:

¢ we will be successful in developing new products or systems or bringing them to market in a
timely manner;

e products or technologies developed by others will not render our offerings obsolete or
non-competitive;

¢ the market will accept our innovations;
¢ our competitors will not be able to produce our core non-patented products at a lower cost;

* we will have sufficient resources to research and develop all promising new technologies and
products; or

s significant research and development efforts and expenditures for products will ultimately
prove successful. : ‘

Our ability to anticipate, respond to and utilize changing technologies is crucial because we compete
with many companies in each of the markets in which we operate. For example, we compete with
hundreds of companies in the water treatment chemicals market, including our largest global
competltor, GE Water Technologies. Other companies, including Ecolab, Inc., are expected to enter or
increase their presence in our markets, Our ability to compete effectively is based on a number of
considerations, such as product and service innovation, product and service quality, distribution
capability and price. Moreover, water treatment for industrial customers depends on the particular
needs of the industry. For example, the paper industry requires a specific water quality for bleaching
paper; certain industrial boilers require demineralized water; the pharmaceuticals industry requires .
ultra pure water for processing; and, in the case of municipal services, water ireatment includes
clarification for re-use, sludge dewatering and membrane ultra filtration. We may not have sufficient
financial resources to respond to the changing needs of a particular industry and to continue to make
investments in our business, which could cause us to become less competitive.

Our substantial leverage could harm our business by limiting our available cash and our access to
additional capital,

We are a highly leveraged company. Since issuing senior discount notes in January 2004 to pay a
special dividend to our Sponsors, we have made net repayments of debt of $697.7 million, which
included $162.3 million that was paid using a portion of the proceeds from the initial public offering of
our common stock. As of December 31, 2006, our total consolidated indebtedness was $3,188.8 million
and we had $250.0 million of borrowing capacity available under our revolving credit fac:hty
(excluding $27.7 million of outstanding letters of credit).
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Our high degree of leverage|could have 1mportant consequences for you, including the following:

o It may, limit our and our subsidiaries’ ablllty to obtain additional financing for workmg
capital, capital expendttures product development, debt service requirements; acqursmons
and general corporate or other purposes on favorable terms or at all;

s A substantlal portro]n of our subsrdranes cash flows from operatlons must be dedicated to the
payment of principal and interest on their and our indebtedness and thus will not be available
w9+ for other purposes, mcludmg operations, capital expenditures and future busmess
opportunities;

o It mayI limit our abrhty to adjust to changmg market conditions and place us at a competmve
'drsadvantage compared to those of our competrtors that are less highiy- leveraged

I (1 may restrict our abllrty to make strategic acquisitions or cause us to make non-strategic
dwesntures and

e . . '

*  We may be more vulnerable than a less leveraged company to a downturn in general
economic conditions or in our business, or we may be unable to carry out capital spendmg

i
that is 1mportant to our growth.
i

At December I31, 2006, we had $1,116.4 million of variable rate debt. A 1% increase in the average
interest rate would increase| future interest expense by approximately $11.2 million per year.

Despite our au;'rem leverage, we may still be able to substantially increase our indebiedness. This could
Jurther exacerbate the risks that we and our subs:dranas face.

We and our sub51d1ar1es may be able to. substantlally increase our indebtedness in the future. The
terins of the indentures governing our subsidiaries’ notes do not fully prohibit our subsidiaries or
us from doing, 's0. Nalco Co'mpanys revolving credit facility provides commitments of up to -
$250.0 million, all of which would have been.available for future borrowings as of -
December 31,2006 (excludmg $27.7 million of outstanding letters of credit). If new debt is ‘added
to our current'debt levels, the related risks that we and our subsidiaries now face could intensify.

] .
-t A . 1

Our subsrdmnm debt agreements contain restrictions that limit our ﬂexrb:lrry in operating our busmess.

Nalco Companys senior credrt agreement and the 1ndentures governmg our subsidiaries’ existing notes
contain a number of significant covenants, that among other things, restrict our or.our subsidiaries’
ability to: . !

M . I("

i
'
. ! - .
» incur additional indebtedness;
¢ pay dividends on or make"other. distributions or repurchase certain capital stock;
M T ey ’ : P, e

&
1

akeE certain investments;

. enter into certain types of transactions with our afﬁhates

P [ w o

* pay dmdends or other payments by restncted subsrdranes _ T
|
* use assets as security in other transactions; and

s sell certaln assets Or merge w1th or mto other compames

‘el

In addmon under the senior credit agreement Nalco Holdings LLC is required to satisfy and «
maintain- spec1ﬁed ﬁnanc1al ratios and' tests: Events beyond our control may affect its ability to comply
with those'provisions and I:Jalco Holdings L:C may not be able to'meet those ratios and tests. The
breach of any-of these covenants would.result in'a default under the senior credit agreement and the
lenders couldfelect to declare.all amounts borrowed under the senior credit agreement, together with
accrued interest, to be. due|and payable and could proceed agamst the collaterai securmg sthat
indebtedness. - - T [N A ; ¥
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The terms of Nalco Company’s senior credit agreement limit Nalco Holdings LLC and its:subsidiaries
Jrom paying dwtdends or otherwise transfemng their assets to us. :

'
'

Our operatlons are conducted through our subsidiaries and our ablhty 10 make payments on any
obligations we may have is dependent on the earnings and the distribution of funds from our
subsidiaries. However, the terms of Nalco Company’s senior credit agreement limit the amount of

-,

dividends and other transfers by Nalco Holdmgs LLC and its sub51d1ar1es tous” - - e

Our significant non- Us. operanons expose us to giobal economic and po!mcal changes that com'd impact
our profitability.

e {v'(.

We have significant operations outside_ the Umted States, including joint ventures and other alhances
We conduct busmess in approx1mately 130 countnes and in 2006 approximately 55% of our net sales
originated outside the United States. There are inherént risks in our international operatlons
including: S PR C R o TR

» exchange controls and currency resirictions;

' PR R 1 s .
+ currency fluctuations and devaluations; F
Vo I STy " 4 [ a7 S 4 i

tariffs and trade barriers; . oo » e

* _cxport duties and quotas; o S Y '
« changes in local economic conditions;

* changes in‘laws'and regulations; * *©" - - \ ‘
LY N e L W T

» difficulties in managmg international operatlons and the burden of complymg with foretgn
laws; S S e Ly S . .
LA ' R A S
. exposure to possxb‘.e expropnatlon or other government acnons , C
* restrictions on our ablllty to'repatnate d1v1dends from our subsidiaries; and L

* unsettled political conditions and possnble terrorlst attacks against American interests. .

Our international operations also expose us to different local political and business risks and
challenges. For example, in certain countries we are faced with.periodic political issues that'could | +
result in currency risks or the risk that we are required to include local ownership or management in
our businesses. We are also periodically faced with the risk-of economic uncertainty, which has
impacted-Our business in these countries. Other risks in international business also include difficulties
in staffing and managing local operations, including our obligations to design local solutions to manage
credit risk to local customers and distributors.

Lo v e s

Our overall success as a global business depends, in , part, upon our ability to succeed in differing
economic, social and political conditions. We may not continue to succeed in developing and
implementing policies and strategies that are effective in each location where we do business, which
could negauvcly affect our profitability.

Environmental, safety and production aud product regulatmns or concems could subject us to hab:hry Sfor
Jines or damages, require us to modify our operations and increase our manufacturing and delivery costs.

We are subject to the requirements of environmental and cccupational safety and health laws and
regulations in the United States and other countries. These include obligations to investigate and clean
up environmental contamination on or from properties or at off-site 1dcations where we are identified
as a responsible party. For example, we are currently identified as a potentially responsible party at
certain-waste .management sites. We have also been named as.a defendant in a series.of multi-party .~
and individual lawsuits based on claims of exposure to hazardous materials. We cannot predict with
certainty the outcome of any such tort-claims or the involvemert we might have in such matters in the
future and there can'be no assurance that the discovery of previously unknown conditions will not- -
require significant expenditures. In each of these-chemical exposure cases, our insurance.carriers have
accepted the claims on our behalf (with or without reservation) and our financial exposure should be
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limited to the:amount of our deductible; however, we cannot predict the number of claims that we’
may have to defend in the future and we may not be able to continue to maintain such insurance.

On November 27, 2006, the U K. Health and Safety Executrve (“HSE”) issued a summons charging
one of our sub51d1ar1es with 2 violation of the Health and Safety at Work Act. The charge relates to a
leglonella outbreak that is clalmed td have originated at cooling towers owned by one of the
subsidiary’s customers. The leglonella outbreak is believed to have resulted in two fatalities and
multrple mjurles ‘The customer is also.charged.. - T . .- ST :

e
OnJ anuary 2 2007 the HSE issued a seco'nd cnmmal summons chargmg the subs1dlary with a
violation of the Health and Safety at Work Act The second charge relates to the entry of one of the
subsrdlarys employees into a claimed confined space at a customer site. The employee claims injuries
as a result of entry mto the Eonﬁned space. The customer is also charged

B oot . ooy e, v
We have made and wrll continue to make capital and other expenditures to comply w1th
environmental requ1rementsI Although we believe we are in material compliance with environmental
law requirements, we may not have been and wrll not at all times be in complete compliance with all
of these requlrements and n"lay incur material costs including fines or damages, or liabilities in
connection’ ‘with these requirements in excess of amounts we have reserved. In addition, these
requnrements are complex, change frequéntly and’ have tended to become more stringent over time. In
the future, we may discover jpreviously unknown contamination that could subject us to additional
expense and liability. In addmon future requlrements could be more onerous than current ' ‘
requrrements )

The activities at our production fac1l1tles are sub]ect 10 a variety of federal state, local and foreign
laws and regulations (“proddctlon regulations™). Similarly, the solid, air and liquid waste streams
produced from our productlon facilities are subject to a variety of regulations (“waste regulanons”)
and many of our products and the handlmg of our products are governmentally regulated or
reglstered (“product regulanons”) Each of the production, waste and product regulatlons is subject to
expansion or enhancement. lﬁmy new or tightened regulations could lead to increases in the direct and
indirect costs we incur in manufacturmg and dellvermg products to our customers. For example the
European COlTllTllSSlOﬂ has rimposed new chem1cal registration requirements on the manufacturers and
users of all chemrcals not just those which are considered to be harmful or hazardous. Such
regulatlons ref|erred to as REACH will cause all chenncal companies to incur additional costs to
conduct their businesses in European Commission countnes Similarly, certain of our products are
used to assist in the generatlon of tax credits for our custémers, and the termination or expiration of
such tax credlts could 1mpact the sale of these products. In addition to an increase in costs in
manufacturing and dehvermtg products, a change in productlon regulatlons or product regulations
could result in interruptions|to our business and potentially cause€ economic or consequentlal losses
should w¢'be unable to mect the demands of ‘our ‘customers for products.

{
We may not be-able to achieve all of our expected cost savings. Lo

For the years 2004 through- ‘2006, our average annual cost savings were $83 million. In 2006, we
achieved cost savings of $71) million, which was slightly lower than our target of $75 million. A variety
of risks could cause us not to achieve the benefits of our expected cost savings, including, among
others, the followmg '

t 2

. higher' than expected severance costs related to staff reductions; ‘ .

. hlgher than expected retention costs for employees that will be retained,

) Co ‘
. ._delays‘ in the ant1c1pated t1m1ng of act1v1t1es related to our cost -saving plan, mcludlng the
reduction-of inefficiencies in our administrative and overhead functions; and
* . other unexpected costs associated With 'Sperating the business.

TR T P |

|

23




We have experienced in the past, and could again experience in the future, difficulties in:securing. the -
supply of certain raw materials we and our competitors need,to manufacture some of our.products, and-
we have also been rmpacted by s:gmﬁcant increases in raw material costs.

In 2004 and 2005, certam of the raw matertals used by us and other chemrcal compames faced supply
limitation. If these lrmrtauons occur agam in; the future, we risk shortfalls in our sales and the
potential of claims from our customers if we are unable to fully meet contractual requnements

Also, limitations on raw materials and rtsmg prices for underlying products have resulted in the past '
and could result in the future, in price increases for raw materials we purchase. In the past, our
margms have been 1mpaeted by such raw mater1als pnee 1ncreases and our margms could be 51m11arly

P
customers.

Our pension plans are currently unde{funded and we may have to make s:gngﬁeant cash payments to the
plans, reducing the cash available for our business. -~ - - - N

We sponsor various pensron pIans worldw1de that are underfunded and requ1re 51gn1ﬁcant cash ,
payments. For example, in 2005 and 2006, we contnbutedt$30 0, mllhon and $70.8 million, respectlvely,
to our pension plans. We are requrred to contribute at least $53 2 million to the U.S. pensron plan in
2007. We may also opt to make additional voluntary contrlbutlons to various pension plans worldw1de
in 2007. If the performance of the assets in our pensron plans does not meet our expectatlons or if
other actuarial assumptrons are modified, our contrrbutrons could be even higher than we expect If
our cash flow from operations is insufficient to fund our wotldwide pension liability, we may | be forced
to reduce or delay caprtal expendttures seck additional capltal or seek to restructure or refinance our
indebtedness. ., .. T I S S b '

et

the actuarial assumpuons used for purposes of Statement of Financial Accounting Standards (SFAS)
No. 87, Employers’ Accounting for Pensions). Our U.S. pensidn plans' are subject to the' Employee ‘
Retirement Income Security Act of 1974, or ERISA. Under ERISA, the Pension Beneﬁt Guaranty
Corporatlon or PBGC, has the authority’ to terminate an underfunded pensron plar’ under certain
circumstances. In the event our U.S. pensnon plans aré- termmated for any reason while' the plans are
underfunded, we will incur a liability to the PBGC that’ may be equal to the enttre ‘amount of the
underfunding. Prior to the closing of the Acquisition, the PBGC requested ‘and received information
from us regarding our business, the Transactions and our pensron plans. The PBGC took no further '
action with respect to their inquiry. e IR

‘e

On August 17, 2006, the President 51gned into law a new pension reform b1ll _ the Pension-
Protection Act of 2006 (PPA) The PPA affects defmed benefit and defined contribution plans, the
employers who sponsor such pl_ans and plan participants. The PPA will influence the amount.and , . -
timing of our pension funding requirements, our decisions regarding pension funding, and the timing
of payouts to those of our employees who are plan participants. The changes resultmg from the PPA
might also impact our employees and influence their employment decisions. Tt e

We have recorded a significant amount of goodwill and other tdentgﬁable intangible assets, and we may
never realize the full value of our intangible assets. . , _ S o

We have récorded a significant amount of goodwill and other identifiable 1ntang1ble assets; 1nclud1ng
customer relationships, trademarks and developed technologies. Goodwill and other net ‘idéntifiable
intangible assets were approximately, $3.5 billion as of December 31, 2006, or approximately 61% of
our total assets. Goodwill, which represents the excess of cost over the fair value of the net assets of
the businesses acquired, was approximately $2.3 billion:as of December 31, 2006, or 41% of our total
assets. Goodwill and net identifiable intangible assets are recorded at fair value on the date of
acquisition and, in accordance with SFAS'No. 142, Goodwill and Other Intangible Assets, will be
reviewed at least annually for impairment: Impairment may result from, among other things;
deterioration in our performance, adverse market conditions, adverse changes in appltcaIbIe laws or
regulations, including changes that restrict ‘the activities of or affect the products and services sold by
our business, and a variety of other factors. Some of the products and services we sell to our
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customers, 1ncludmg but not limited to those in the synthetic fuel industry, are dependént upon laws
and regulatrons and changes to such laws or regulations could impact the demand for our products
and servnces Th&"amount of any quantified impairment must be expensed 1mmedlately as a charge 10
results of operanons Depeddmg on future cnrcumstances itis possrble that'wé may never realize the
full vatue ‘of ‘our intangible assets Any future determmatlon of lmpan'ment of a srgmﬁcant portron ‘of
goodwﬂl or Gther- 1dent1ﬁable intangible assets would have’ an adverse effect on our ﬁnanc1a1 condmon
and results of operations. T '

" R VI ) ¢ T B IR
Our future success. will depend in part on our abn'uy to protect our mtellectual pmperty nghts and our ..
inability to enforce these rights could permit others to offer products competitive with ours, which could .
reduce our ability to maintain our market position and maintain our margins.

We rely on the patent, trademark copyright and trade secret laws.of-the Unitéd-States and other
countries to protect our intellectual property rights. However, we may be unable to prevent third
parties from usmg our 1ntellleetual property w1thout authonzatlon The use of our intellectual. property
by others could reduce any ]competmve advantage we have developed or otherwrse harm our business.
If we had'tor lltlgate 10’ protect these’ rlghts any proceedmgs could be costly, and ‘we may not prevall

5 l.al'rl.'..n o Y s ot

We have obtained and applied for several U S.-and forelgn trademark registrations, and will continue
|

to evaluate the registration of additional service marks and, trademarks,;as appropriate. Our pending

-applications may -not.be ‘approved by the applicable governmental authorities. and, even:if the .

applications are approved, tlh1rd parties may seek to. oppose or otherwise challenge,these registrations.

A failure to obtain trademark reglstratlons in the United States and in other countries could limit our

ability to- protect our trademarks and 1mpede our marketmg efforts 'm those jl.ll'lSdlCllOl’lS Lo

r e :
. The market pnce of « our common, stock may be volanle, whrch could cause the value of your mvastment t0
declme. Lo e

L L)

i St L PSS P ' Al .

LS T

Secuirities markets- worldw1de expenence srgmﬁcant price ‘and’ volume flictuations. This market
volatility, as well as generalv economic, market or potentlal condltlons “could ‘reduéé the market price
of our common stock in.spite of-our, operatmg performance. In addmon our operating results could,
be’ below the expectatlons of securmes analysts and mvestors and m response the market pr1ce of our.
common stock could decrease srgmﬁcantly , R, e C

g ' . 'i_

Provisions in our amendéd and restated certrﬁcate of mcorparatton and by.'aws and Delaware law may -

' -
dtscourageatakeoverattempt. . A A T

Provisions contamed in ourI amended and restated certificate of mcorporatlon and bylaws and
Delaware law could make lt more dlfﬁcult for a thrrd party to acquire us, even if domg so might be
beneficial to our stoekholders Provisions of our amendéd and restated certificate of mcorporatlon and
bylaws impose various procedural and other requirements, which could make it more difficult for
stockholders to effect certain corporate actions. For example, our amended and restated certificate of
incorporation ‘authorizes odr board of directors to determine the rights, preferences, privileges and
restrictions of unissued serles of preferred stock, without any vote or action by our stockholders. Thus,
our board of dlrectors can ‘authorize and issue shares of preferred stock with voting or conversion -
rights that could adversely laffect the voting or other rights of holders of our common ‘stock. These
rights may have the effect of delaying or deterring a change of control of our company. In addition, a
change of control of our company may be delayed or deterred as a result of our having three classes
of directors. Additionally, Section 203 of the Delaware General Corporation Law provides that,
subject to specified exceptl'ons a Delaware corporation shall not engage in business combinations with
any entity that acquires enough shares of our common stock without the consent of our board of
directors to be considered an “interested stockholder” under Delaware law for a three- -year period
following the {time that the' stockholder became an interested stockholder. These provisions could limit
the price that certain investors might be willing to pay in the future for shares of our common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES ‘ I

Our principal administrative offices and research center are located in Naperville, Illinois. These
facilities are leased. We maintain administrative and research facilities in Sugar Land, Texas and
Leiden, Netherlands, both of which we own, and in Singapore, which we lease. We' p051t10n our
manufacturmg locations and warehouses in a manner to permit ready access to our customers. We
operate 19 plants in North America, 6 plants in Latin America, 11 plants in Europe and the Middle
East and 13 plants in the Pacific region. We own all of our major manufacturing facilities and we also
have a network of small leased sales offices in the Umted States and to a lesser extent in other parts
of the world. - - -

ITEM 3. LEGAL PROCEEDINGS - . |

Various clalms lawsuits and admmlstratwe proceedings are pendmg or threatened against us and our .
subsidiaries, arising from the ordinary course of busmess with respect to commercial, contract, '
intellectual property, product liability, employee, environmental and other matters Historically, we
have not faced any litigation matters or series of litigation matters that have had a material adverse
impact on our business. In addition, we do-not believe that there is any pending or-reasonably ¢
predictable litigation, either individually or in the aggregate, that is likely to have a material adverse
effect on our financial condition, results of operations, liquidity or cash flow. However, we cannot
predict with certainty the outcome of any htlgatlon or the potentlal for future litigation.

On November 27, 2006, the U.K. Health and Safety Executwe (“HSE”) 1ssued a criminal summons
charging our U.K. subsidiary with a violation of the Health and Safety at Work Act. The charge
relates to a legionella outbreak that is claimed to have originated at cooling towers at the subsidiary’s -
customers. The legionella outbreak is believed to have resulted in two fatalities and multiple injuries.
The customer is also charged. We have not yet received a specification of the clajim or a description of
the relief being sought by. the HSE, though the amount at issue is not expected to be material,

On January 2, 2007, the’ HSE issued a second criminal summons: chargmg our U.K. subsidiary with a
violation of the Health and Safety at Work Act. The second charge relates to the entry of one of our
subsidiary’s employees into a claimed confined space at a customer site. The employee claims i mjunes
as a result of entry into the confined space. The customer is also charged. We believe the relief being
sought against us and our customer is an amount in excess of £20,000, but the amount at issue is not
expected to be material.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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PART 1l

' P

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is traded|on the New York Stock,Exchange (tlcker symbol NLC). As of
February 26, 2007 the number of holders of record of our common stock was approximately 11,200.

¥

_ngh and low sales prices for our common stock for each quarter during 2006 and 2005 were as o
follows: b .

T . i 4

QuorterEnded . lel. . High  Low.  _High . _low
March 31.....0... 0, D 00 51888Y 81669 ¢ $3094  $18.10 .
June 30 ......0..L . ... Cho 1965 - 1583 19.87 16.84
September30.5..; ....... WP 19440 016400 22103 15:49
December 31 'i ......... R 2151 1815 1840 - 14.25

The closmg sales pnce on December 29, 2006 was $20.46.

1Nalco Holdmg Companys operations are conducted through its, subsrdlanes and its ability"to make
payments on any obhganons it may have-is dependent on the earnmgs and the distribution of funds
from its sub51d1arres However the terms of Nalco Companys senior credit agreement limit the
amount of d1v1dends and other transfers by Nalco Holdmgs LLC and its subsidiaries to Nalco Holdmg
Company! As a result, Nalco Holdmg Company is limited in its ablhty to pay dividends on its common
stock | . .

RS AYE K

On February 20 2007, Nalco Holdmg Company announced that its Board of Dlrectors had instituted
" an annual leldCl’ld of 14 cents per share. The first quarterly payment of 3.5 cents per share will be
' made on Apnlkz 2007 to shareholders of record on March 19, 2007.

‘-_, .-

There WETE NO! repurchases of our common stock by 'us, or on our behalf, durmg the fourth quarter
2006. ; : : :

The following graph compares the:cumulative total return of our common stock to the cumulative =t~
total return of: the S&P 500 IStock Index, Russell 1000 Index and the S&P Specialty Chemicals Index -
through the. year ended December 29, 2006, the last trading day of our fiscal year. The graph assumes "
that the value of the. 1nvestment in our commeon stock and each index.was $100 at November 10, 2004
and that all dividends were reinvested. . ., .. e, e ‘ IENETR R
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ITEM 6. SELECTED FINANCIAL DATA -

The Successor. financial statements include the consolidated audited financial statements,of Nalco- =
Holding Company and-its subsidiaries.- The 'Predécessorfinancial statements include the' combined -
financial statements of Ondeo Nalco Group, which include the consolidated financial statements. of
Ondeo Nalco Company and the combined financial statements of. the Nalco International SAS o
Subsidiaries. N R A

v

You should read the following data in conjunction with “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and the consolidated financial statements included
elsewhere in this Annual Report. '
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(dol]nrs m,mllllons, hi

except per share daia)

Statement of Operéiiom Data: .

Netsales. . ...... e

Operafing costs and expenses:
Costs of product sold

Sellmg adm]mslranve. and
research expenses . . . . ...

Impairment of goodw:ll (1y..

Amortization of mlang:b]e
assets (1) ....0.........

In-process research and
development (6) . .......

Business optimization
expenses (2) . . r........

Sponsor monitoring fees . . . .

Sponsor monitoring
agreement termmalmn fee

M.

Suez management fees . . . ..
Loss (gain) on sale of
business. . . . . e
Operating costs and expenses . .
Operating earnings (loss) . . .. .
Other income (cxpense) ‘

'
Earnings (loss) before income
taxes and minority interests’ .

Income tax provision (benefit) .

Diluted, ... .. .. ‘ N
Weighted. average‘shares (millions):

Diluted .. ....! RPN
Statement of Cash Flows Data: "
Net cash provided by (used for):

Operating actlvmes. Cea i

Investing actlvmes AR

Financing activiti:es. BRI
Other Financial Data (unaudited):
EBITDA [ 6) R

Non-cash charges mcluded in_,
EBITDA (6) . . 3 .........

Unusual items included in
"EBITDA (T .. b ... .

Capital expenduures. net (8). .
Depreciation. . . . Lo .-

Amortization of 1mangtbie
BSSEIS .. ...

29

Successor Predecessor
November 4, January 1,
Year ended December 31 2003 through 2003 through Year ended
December gl, November 3, December 31,
2006 2005 2004 2003 2003 2002
$3602.6  $33124  $3.0333 $ 4601 $2,306.5 $2,644.3
19765 - 18322 15788 249.9 11229 12760
1,1135 1.029.7 1.038.8 1747 '892.4 o esal
S— - _ — 244.4 -
70.1 816 96.3 154 689 89.2
-— - 122.3 — — -
9.5 256 17 0.8 203 328
— - 112 1.8 — , —
b - T 30 — — —
— — - — 2.9 31
— — — — 5.2 (10.9)
3,169.6 2,969.1 2,884.1 442.6 2,357.0 23723
4330 3433 1492 17.5 (50.5) _ 272.0
(44 ' 3l (10.8) (1L0) 9.2) (4.4)
9.1 84 10.2 06 : 71 7.8
(2720)  (258.0) (250.8) (49.6) (32.7) + (385)
165.7 9.8~ (102.2) (32.5) (85.3) 236.9
589 433 - 308 (8.3) - 687 s 105.2
(1.9) (5.7) " (5.8) 0.1 (42) (33)
|3 989 3 478 '$ (138.8) §  (24.1) $ (158.2) o § 1284
.$ 069 § 034 S (142) S (02N — —
$ 067 § 033 § (142) $ (027) — S
: ) . i
1430 . 1417 . 917. 90.6 S —
146.7 146.6 91.7 90.6 — —
$ 2848 $ 1999 § 2375 $ 887 $ 1444 $ 3231
(99.6) (75.9) (72.2) _(a,185.1) +(12.3) (126.1)
(179.6) (125.9) (232.8) 04,1303 . (234.2) (232.7)
$ 6218 § 5556  § 3432 $ 545, $ 1068 $ 4882
335 198 1744 239 268.7 312
192 83 ° 597 6.3 48.5 (333)
93.4 7461 - 918 o156 .. 85.6 108.3
131.0 1333 - 1143 225 1018 134.7
701 . 8l6 963 154 68.9 . 892




n . s 4o Successor Predecessor

R RO o As of December. 31 . Asof
.~ Jeog f T ST L A T - December 31,
(dollars in millions) ., ;v v .- % weoa 2006 2005 2004 2003 .. . 2002
Balance Sheet Data: - - St S I o S o ‘
Cash and cash equrvalents. e ce § 373 - % 308 $ 333 $ 1000 - 0§ 1205
Workidg ‘Gapital (9).-.0 .3 U 560.9 498.0 424.2 © 13987 :240.8
Property, plant and equ:pment net (10) . 743.4 755.3 847.3 8656 v 8232 !

Total assets . . ........0......... 56565  .5s524 T 59339 61638 7' 64864

Total debt (including cap]tal lease I
obligations and current portion of &

v . { T

long-term debt} (10)(11) ... ......... 3,188.8- 3,266.8 34425 33147 v 7762
Total shareholders’ equity. . ... ........ 8909 " 7055 710.4 10690 ¢ . " - 3,5892
.

Off balance sheet receivables facility (11) . - — oL — v — 870

e
(n The Predecessor adopted Statement of Fmancral Accounting Standards (SFAS) No 142,
Goodwill and Other Im‘angrble Assets, as of January 1, 2002. Under SFAS No. 142, goodwill and
intangible assets deemed to have indefinite lives are no longer amortized but are subject to
annual impairment tests. In the period from January 1, 2003 through November 3, 2003, the
Predecessor recorded a goodw111 impairment charge of $244.4 mllllon based on the price paid in
the Acquisition. v

(2) The Successor incurs business optimization expenses, representmg mostly employee severance and
related costs, in. connection with its programs to redesign and optimize its business. and work
processes. The Predecessor incurred significant business optimization expenses as a result of the
global integration of the Nalco/Exxon Energy Chemicals, L.P. (Nalco/Exxon) joint venture and
the implementation of global cost reduction programs in the sales, marketing, manufacturing and
support services operations. The costs 1ncurred included severance, asset write-offs, facility closing

costs and other items. . Lo . . - .

(3) Other income (expense), net consists of gains/(losses), on the disposals of assets, franchise taxes,
equity earnings of unconsolidated subsidiaries, recognized gains and losses on foreign currency.,
- transactions and other miscellaneous income (expense). Also included for the year ended
December 31, 2004 was a $13.7 million charge for the early repayment of senior discount notes. ‘
A $10.4 million charge for the settlement of an interest rate swap was also mcluded durmg the
period from January 1, 2003 through November 3, 2003 S o

(4) Net earnings (loss) per share is calculated by d1v1d1ng net earnings {loss) by the welghted average
shares outstanding. Net earnings (loss) per share is not applicable for the historical-Predecessor
perlods as there WETE 110 shares outstandmg during those periods. .

(5 EBITDA a measure used by management to measure operating performance is, defined. as.net
earnings plus interest, taxes, depreciation and amortization. EBITDA is reconciled-to net.earmngs
(loss) in the following table. Qur management believes EBITDA is useful to the investors 5 .
‘because it is frequently used.by securities analysts, investors and other interested parties‘in the

+ evaluation of companies in our industry. EBITDA is not a recognized term under U.S. GAAP™
and does not purport to be an alternative to net earnings (loss) as an indicator of operatmg
performance or to cash flows from operating activities as a measute of liquidity. Becausé’not all
companies use identical calculations, this presentation of EBITDA may not be'comparable'to ., fi
‘other similarly titled measurés of other companies. Addrtlc)nally, EBITDA is not 1ntendecl to be a
measure of free.cash flow for management’s discretionary use,as it does not consider certain cash
requirements such as interest payments, tax payments and debt service requirements. The-.
amounts shown for EBITDA as presented herein differ from the amounts calculated under.the -
definition of EBITDA used in our debt instruments, The definition of EBITDA used in our debt
instruments is further adjusted for certain cash and non-cash charges and is used to determine
compliance with financial covenants and our ability to engage in certain activities such as
incurring additional debt and making certain payments.
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The following is a reconciliation of net earnings (loss) to EBITDA:

Successor . " Predecessor

November 4, January 1, .
Year ended December 31 33 through 2003 through  Year énded

Decemher November 3, December 31,
{dollars in millions) 2006 2005 2004 2003 2002
Net earnings (loss). . . . . . . R $989 §$478 $(1388) s(24.1) C o $(1582) $1284"
Interest expense, net .. .. .. |i ....... 2629 2496 2406 - 430 : 256 307
Income tax provision (benefit) ....... 589 - 433 30.8 (8.3) 68.7 105.2
Depreciation. . ......... |. ....... 1310 1333 1143 25 1018 1347
Amortization of intangible asscts ...... - 7041 81.6 96.3 15.4 68.9 89.2
EBITDA .. ... N T T, $621.8 $555.6 $3432 77 §545 $ 106.8 $488.2

| L=

EBITDA, as defined ablove was reduced by the followmg non-cash charges each of whrch is
further drscussed below:

Successor . Predecessor

November 4,. .January 1
. Year el_’ded December 31 - 2003 through 2003 throuéh Year ended
i o i December 31, November 3, December 31,
(dollars in millions) . 2006 2005 2004 2003 2003 2002

Impairment of goodwill . ... ....... $—~ $—- % — $ — "5244.4 $ —
In-pracess research and developrnent — — 1223 N —
Inventory step-up B e L — 1146 212 - ;- -
Asset write-offs. . . ... ... .| aeei o 2.5 2.8 1L, = . =42 18.3
Profit sharing and 401(k) expense T , e AR o
funded by Suez . .......[...... . 256 13.2 278 ‘ 40 T 200 . 12, 1 )
Other. ... oo iieennans 74 las 86 3 U o1 ' 08
' $35.5  §198  $1744  $239°7 T $2687 $31.2

Impazrmenr of Goodwrl!

Goodwill 1mpa1rment of $244.4 million was recorded by the Predecessor in accordance with SFAS
No. 142, Goodwill and Other Intangible Assets. Goodwill was evaluated for impairment based on
the purchase price for the Predecéssor.

' ' .

In-process Research and Developmem a T - ' -

In-process research and development was a ‘one- trme charge of $122 3 million recorded durmg the
year ended December 31, 2004, as a result of purchase accounting entries related.to the
Acqu1srt10n.

Inventory Srep Up

As a result of purchase|accounting for the Acqursmon the Successor wrote up its inventory to
fair value and subsequently charged the write up to cost of sales as the’ mventory was sold. The
Successor statements of operations reflect the inventory step—up in cost of product sold.

o A I L

.AssethteOﬁs ' ‘ e )

- In conjunction with integration and process improvement initiatives, the Predecessor wrote off

assets consisting prrmallrly of a $5.0 million investment in start up ventures in 2003 and X
$9.6 million of assets related to obsolete software. systems in 2002, ..

'

Profit Sharmg and 401 (k) Expense Funded by Suez

In conjunction with the Acquisition, the Successor entered into an agreement with Suez whereby
Suez will reimburse the Successor for certain profit sharing and 401 (k) matchmg contributions

‘made to the Profit- Sharmg Trust. i : L .o

'
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Other . ;

Other non-cash charges include the non-cash impact on earnings of our equity investments and
minority interests. Successor non-cash charges include the non-cash portion of rent expense under
the sublease that the Successor entered into with a Suez subsidiary in conjunction with the
Acquisition.

In addition to incurring non-cash charges and business optimization expenses, our EBITDA was
impacted by the following unusual (income) expenses, each of which is further discussed below:
1

Successor Predecessor

: November 4, January 1,
Year ended December 31 3493 thyou I; 2003 through Year ended

) . . , . December -November 3, December 31,
(dollars in millions) 2006 2005 2004 C 2003 2003 2002
Loss (gain) on pension and OPEB o S » CalL v .

settlement and curtailment . . ... ... $17 $0.5 $ 01 $(0.1) $.79 - $(476)
Loss (gain) on sales, net of expenses . . . 6.0 4.1 0.2 11 124 - (1.8)
Other unusual items. .. ........ e 11.5 .7 37 59.4 53 2573 19.4
Suez management fees net ...... e v — - = — 2.5 2.7

‘ ' . -$192  $83  $597 $63 $48.5 $(33.3)

Pension and Other Postretirement Benefits (OPEB) Settlement and Curtailment

In 2003, the Predecessor incurred $7.9 million of curtailment and settlement charges primarily as
a result of the transfer of senior executives back to Suez prior to the Acquisition. In the second
half of 2002 the Predecessor amended its U.S. defined benefit pensmn plan and its postretirement
medical and dental plans, resulting in a non-cash curtailment gain of $49.4 million, pamally offset
by $1.8 million of settlement charges.

-

Loss (Gain) on Sales, Net of Expenses

For the year ended December 31, 2006, the Successor recorded a loss of $2.1 million from the
sale-leaseback of its.facility in Austria, and it also recognized' losses. of $1.2 million from the
disposal of equipment at a plant in the UK. In 2005, the Successor recognized an impairment loss
of $2.4 million on a business that was held for sale. ' e

In 2003, the Predecessor recorded a loss of $5.3 million on the sale of its South African.
operations as well as $8.1 million of one-time costs associated with the Acquisition. In 2002, the
Predecessor sold its performance additives business; resulting in a gain of $12.4 m]lllon and
incurred $1.5 million of disposal costs and losses associated with its divestiture of Hydrosan

Other Unusual Items

For the year ended December 31, 2006, the most significant other unusual items included
$3.8 million of consultancy fees in connection with the Successor’s work process redemgn
initiatives and $5.2 million of consultmg and legal fees assocnated with the legal entity restructure.

In 2005, the Successor incurred $1.0 million of costs on behalf of the Sponsors’ secondary
offering. In addition, the Successor wrote off $1.1 million of inventory, which pre-dated‘th&+'
Acquisition. oo

The Successor’s results for the year ended December 31, 2004 were impacted by the effects of
certain unusual items, including a $35.0 million charge for the termination ‘of the Momtormg Fee
Agreement with affiliates of the Sponsors, a $13.7 million charge for the early repayment of
senior discount notes, $1.4 million of expenses associated with changing the name of the '
Successor’s operating company from Ondeo Nalco Company to Nalco Cotmpany, $1.8 million.in
connection with the re-audit of the Predecessor’s 2001 financial statements, $1.9 million.of . °
expenses related to the registration of publicly tradable senior notes and senior subordinated,
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‘notes that were exchanged for privately placed notes issued in connection with the Acquisition,
and other €xpenses resu tmg from the Acqulsmon : '

*

During the:i)ériod from November ‘4, 2003 through December 31 2003, the Successors results
were impacted by the effects of certain other unusual items, most notably $3.3 million of legal
and environmental costs/related to events that occurred prior to Suez’ 1999 acquisition of Nalco
Chemical Company and|litigation costs not covered by.excess liability insurance.

The most significant other unusual item affecting the Predecessor’s results during the period from
January 1, 2003 through|November 3, 2003 was a $10.4 million charge for the settlement of an
interest rate swap. Other unusual items for the year ended December 31, 2002 included legal and
" environmental expensesjof $6.5 million, consultancy costs for process reengineering studies
associated with our cost{reduction programs and other consultancy services performed on behalf
of Suez of $7.1 million, and one-time pension and benefit expenses primarily related to the
redesign of our Australian benefit plan and the application of regulatory changes in Germany of
$4.7 million.

1-

Suez Management Fees, \Net

In connection with the Acquisition, agreements under which fees were paid by the Predecessor to
Suez, or received from Suez, were terminated.

(8) Capital expenditures are net of proceeds from disposal of assets.

(9) Working capital is deﬁned as current assets {(excluding cash and cash equivalents) less current
liabilities {(excluding sholrt -term debt and current portion of long-term debt) and excluding
intercompany balances calculated as follows:

| Successor - Predecessor

As of December 31 As of
) ' December 31

(dollars in mi‘llions) . 2006 2005 2004 2003 2002
Current assets less current l_iaPilities .................. $4480 $3506.2 $439.8  § 4468 $(275.0)
Less cash and cash equivalents. .. .......... .00 (37.3)  (30.8) (333} (100.0) (120.5)
Less related party receivabkes[angl payables. . ........... — — — — 48.4
Plus short-termdebt. . .. ... .ot 150.2 226 17.7 519 587.9
Working capital asdefined .1............... ... .. .., $560.9 $498.0 $4242 $3987 - $2408

(10) In December 2002, Ondeo Nalco Company entered into a sale-leaseback of its Naperville, Illinois
headquarters and research facility that was treated as a financing lease for accounting purposes.
Concurrent with the Acqursltlon on November 4, 2003, the lease was assigned to another Suez
subsu:hary that subleased the property to the Successor. The Successor accounts for the sublease
as an operatmg lease and has excluded the headquarters and research facility from property, plant
and eqmpmem

(11) Total debt: does not mclude the Predecessor’s historical off balance sheet receivables facility. In
December, 2001, OndeoI Nalco Company entered into an agreement that allowed it to periodically
transfer und1v1ded percentage ownership interests in a revolving pool of most of its U.S. trade
receivables to a multi- sc'al]er conduit administered by an independent financial institution. The
Predecessor accounted for the transfer of undivided percentage ownership interest in the
receivables to the condurt as sales under SFAS No. 140, Accounting for Transfers and Servicing of
Financial Assets ‘and Exrmguzshments of Liabilities. The loss on the sale of the undivided interests
in the recelvables was $1 5 million and $1.8 million for the period from January 1, 2003 through
November 3, 2003 and the year ended December 31, 2002, respectively, and is mcluded in interest
expense. The und1v1ded interest in receivables that were transferred but not ultimately sold to the
conduit (“retained 1nterest”) is classified in trade accounts receivable in the balance sheet. The
retained mterest was $36.6 million at December 31, 2002. This program was unwound prior to

| .




closing of the Acquisition. The Successor treats its new receivables facility as a general financing
agreement resulting in the funding and related receivables being shown as liabilities and assets,
respectively, on its consolidated balance sheet and the costs associated with the receivables facility
being recorded as interest expense.
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ITEM 7 " 'MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION e
AND RESULTS OF OPERATIONS - .

The following drscussron andlanalysis of our financial condition and resulrs of operations mcludels
references to the Transactions, defined as the acquisition of Ondeo Nalco Group, comprised of
Nalco Company and Nalco International SAS Subsidiaries, by Nalco Holdings from Suez (“Suez”)

and the related financings in connection with such acquisition (the “Acquisition”). “

“Safe Harbor” IStatement Ul}der Private Securities Litigation Reform Act of 1995

This Annual Report for the fiscal year ended December 31, 2006 (the “Annual Report”) includes
“forward-looking statements’’ within the meanmg of Section 27A of the Securities Act of 1933

and Section 21E of the Securities Exchange Act of 1934, These forward-looking statements '
include statements concerning our plans, objectives, goals, strategies, future events, future revenue .
- or performance} capital expenditures, ﬁnancing needs, plans or intentions relating to acquisitions,
business trends and other lnformation that is not historical information. When used in this. AT :
Annual Report' the words * estlmates ” “expects,” “ant1c1pates ” “projects,” “plans,” “mtends'
“believes,” “forecasts,” or future or conditional verbs, such as “will,” “should,” “could” or “may,” i
and variations of such wordslor similar expressions are intended to identify forward looking
statements. All forward -looking statements, including, without limitation, managements _
examination of historical ope;ratmg trends and data are based upon our current expectations and
various assumplrons Our ‘expectations, beliefs and projections are expressed in good faith and we
believe there is!a reasonable/basis for them. However, there can be no assurance that ' '
management’s ei,xpectattons beliefs and projections ‘will be’ achiéved.

There are a number of risksjand uncertainties that could cause our actual results to differ . .
materially from the forward-looking statements contained in this Annual Report. Additionally,
important factors could causle our actual results to differ materially from the forward -looking
statements we make in this Annual Report. As stated in Item 1A, “Risk Factors such risks,
uncertainties and other 1mp0rtant factors include, among others: o

* our substannal leverage: ‘ . o .

e limitations on flexibility in operating our business contained ir our debt agreements

. mcreases in interest! rates as a result of our variable rate mdebtedness

. pncmg pressure from our customers;

 technological change and innovation;

* risks associated with our non-U.S. operations;

. ﬂuctuaitions in currency exchange rates;

e high competition in|the markets in which we operate,;

. adverse changes to environmental, health and safety regulations;

* operating hazards in our production facilities; o < - -

. inability to achieve ‘expected cost savings; ‘

. drfﬁculties in securing the raw materials we use; o . ‘
* IV

* our srgmﬁcant pension benefit obllgations and the current underfundmg of our pensron plans

'
’

* our ability to realize the full value of our intangible assets; | |

Y

* our ability to attract and retain skilled employees, partrcularly research scientists, techmcal d
" sales professrona]s and engineers; and : E ‘ R

* our ablhty 10 protect our 1nte11ectua] property rights

¥

There may be other factors|that may cause our actual results to differ matena]ly from the
forward-looking statements. Y R R
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All forward-looking statements attributable to us or persons acting on our behalf ‘apply only as of

the date of this Annual Report and are expressly qualified in their entirety by the cautionary
statements included in this Annual Report. We undertake no obligation to update or revise . e
forward-lookmg statements-which may be made to reflect events or circumstances that anse after

the date made or to reflect the, occurrence of unantlclpated events..

Use of Non-GAAP Financial Measures

L]

EBITDA, Adjusted EBITDA and Free Cash Flow are measures used by management to measure .~
operating performance. Adjusted EBITDA is also used to determine our compliance with '

financial covenants and our ability to engage in certain act1v1t1es such as incurring additional debt

and makmg certam payments

EBITDA is. deﬁned as net carnings plus interest, taxes, depreciation and amortization. Ad]usted
EBITDA is defined as EBITDA further adjusted for certain cash and non-cash charges, as
permitted under our senior discount note, senior note and senior subordinated note indentures
and our senior credit facility. Free Cash Flow is defined as net.cash provnded by operatlng
activities, less capital expenditures and minority interest charges. .

We believe EBITDA is useful to the, mvestors because it is frequently used by securities analysts
investors and other mterested parties in the evaluation of companies in our industry. We consider
‘the inclusion of supplementary ad]ustments to EBITDA applied in presenting Adjusted EBITDA
appropriate to prov1de addltlonal information to investors to demonstratc compliance w1th our
financing covenants. We believe Free Cash Flow provides investors with a measure of our ablhty
to generate cash for the repayment of debt.

EBITDA, Ad]usted EBITDA and Free Cash Flow are not recognlzed terms under U. S GAAP
and do not purport to be alternatlves to net earnings (loss) as an indicator of operatmg
performance or to cash flows from operating activities as a measure of liquidity. The most direct
comparable GAAP financial measures of each non-GAAP ﬁnar_1c1z;1 measure, as well as the
reconciliation between each non-GAAP financial measure and the GAAP financial measure, are
presented in the discussions of the non-GAAP financial measures below. Because not all
companies use identical calculations, our measures may not be comparable to other similarly
titled measures of other companies. ' ' '

Critical Accounting Policies and Estimates
Revenue Recognition

Revenue from sales of products, including chemicals and equipment, is recognized at the time:

(1) persuasive evidence of an arrangement exists, (2) ownership and all risks of loss have been
transferred to the buyer, which is generally upon shipment, (3) the price is fixed and determinable,
and (4) collectibility is reasonably assured. Revenue from services is recognized when the services are
provided to the customer.

Significant estimates used in recognizing revenues include (1) the delay between the time that
chemicals/equipment are shipped and when they are received by customers and title transfers and
(2) the amount of credit memos to be issued in subsequent periods.

Wé provide our chemical and equipment offerings to our customers using various commercial .
arrangements but the followmg are most commonly used:

Shtp-ana'-brll arrangemems. Followmg the receipt of a purchase order from the customer, we invoice
the customer at the time that the chemicals/fequipment are shipped, based on agreed pricing and the
volume of. chemicals shipped or units of equipment shipped. At the end of each period, for those -
shipments where title to the product and the risks of loss and rewards of ownership do not transfer
until the product has been received by the customer, adjustments to revenues and cost of product sold
are made to account for the delay between the time that the chemicals/fequipment are shipped and
when they are received by the customer. Qur sales policy does not provide for general rights of return
and does not contain customer acceptance clauses. .
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Usage with level billing arrangements. At the beginning of the contractual relationship, we prepare an
estimate of the chemicals that will be used by the customer. As agreed with the customer, a fixed
amount is invoiced monthly based on this estimate. At the end of each quarter, we reconcile the

actual amount of chemicals used by the customer and bill the customer for products actually used
during that period. Revenue i 1|s recognized to reflect actual usage. For any products not consumed in *
the customers operatrons in a particular period, we retain ownershtp of such products on a consrgned
basis' and do not recognize arfy revenue.

Fixed-fee arrangements At the beginning of the contractual relatronshtp, we prepare an estimate of
the chemicals that w1ll be used by the customer during the contractual period, which is usually twelve
months. A fixed' amount is automatlcally invoiced to the customer on a periodic basis, typically -
menthly. We retain ownershlp, on a consigned basis, of any inventory at the customer site that is not
consumed in the customer’s operations in a particular period. Revenue is recogmzed on a ratable basis
over the contractual period, whrch is generally consistent wrth the customer’s usage of the chemrcals
Under these arrangements as part of the sales cycle for our chemrcal programs our techmcal and
sales representatlves may v1srt our customers’ facilities to develop and monitor the chemical programs.
Typlcally, there is no contractual obligation for these visits, or any pena]ty for not visiting the
customier sites. Dunng these {nstts our employees perform routine testtng activities to ensure that our
chemical products functtonahtles are having the desired effect on the customers’ equipment (e.g.,
boilers, chillets and‘water treatment plants). In the majority of instances, our customers perform the
on-going application of the chemlcals At the same time, the sales representatives investigate and
determine whether the customers have needs for additional applications from Nalco. We consider our
technical and sales representatlves activities in this regard to be an 1ntegral and inherent part of our
selling process and not a separate deliverable for revenue recognition purposes.

Vo ' ' .

Some of our customers, however, look to us for our technical expertise only, without the purchase of
chemrcalslequrpmem We offer specialized services designed to assess, control, and reduce risk from
water-borne pathogens such as legronella and we provide other technical and anatytical services.

We invoice for our services usmg various commercial arrangements but the following arrangements
are the most-common: o v g .

Perform-and-bill arrangemenlrs. Revenue is recognized in the same period that the related service is
performed, based on the agreed pricing, which can be either a price per hour or a fixed-fee.-

Fixed-fee arrangements At the beginning of the contractual relationship, we estimate the saleable
service that will be performe!d during a given period, usually twelve months. A fixed amount is
automatically invoiced to the customer on a periodic basis, which may be monthly, quarterly, or
annually, either in arrears orlin advance of the services provided. Because an unspecified number of
similar acts are performed within a fixed perlod of performance revenue is recognized ratably over
the period of performance. ‘ :

Time and matertal arrangemenrs The fee with the customer is structured on a time and material
basis, and revenue is recogmzed in the same period that the work is completed.

" In certain arrangements whrch are usually reserved for our largest customers, we provide some

combination or.all of the followmg deliverables: (l) chemicals, (2) equipment and (3) on-site techrical
expertise. In these arrangements, we usually remain the owner of any equipment at the customer site.
At the end of the contractual relationship, the equipment is either recovered or sold to the customer
or a competitor. Addltlonally, our representatives may-have a regular presence at a customer’s facility,
which is-provided under a contract Over time, the representatives have gained a true expertise in the
particular production/water treatment process at the customer’s facility, and are able to selectively -
apply-our specific chemical programs given the customer environment (water quality, equipment lype
etc.). The regular presence of the representative permits us to closely track the results of the program .
and to make modifications t0 the program as necessary-for the highest efficiency. .
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The following-two types of commercial arrangements are the most commonly used for the sale of *
multiple deliverables;: =~ ; . o el : :

Producnon based arrangemems Our billing is based on a customer’s producuon based formula e. g "
dollars per ton of paper produced) within certain technical parameters. We use a comblnauon of our
service chemicals, on-site technical expertise and equipment to satisfy the customer requlrement The
chemicals and equipment used and on-site technical expertise required are highly correlated with, the
customer’s production. Revenue is recognized monthly based on the production-based formuia.

Usage- -based arrangements. For these arrangements, we invoice ‘according to thé consumptron of
chemicals by the customer. The agreed price by kllogram or pound’ of chemical consumed also
includes the avarlabthty of on-site expertise and the use of equrpment to’ satlsfy the’ customer
requirement. Revenue 1s reeogmzed monthly based on the usage based formula o

PR o AT B

For all of our commercral arrangements, we also record estlmated reserves for anttcrpated AN
non- collecuble accounts and for product returns and other credits at the time revenue is recognized.
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Impairment of Long-Ltved Assets Other Than Intangibles *~ - oot SR A
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We conduct per10d1c reviews for idle equipment and review busmess plans for possrble 1mpa1rment r
implications. PORTA-FEED stainless steel containers, utilized to ship chemlcals represent .. .
approximately 6.9% of our property, plant and equipment and are managed globally to optimize the -
delivery of chemicals to customer and company sites around the world.. Due to-their high mobility,
there is-a risk that PORTA-FEEDs could be damaged or lost in transit. We perform continuous cycle |
counts of our PORTA-FEEDs and when such counts are inconsistent with our trackmg system, we , .
investigate the discrepancy in order to locate the container.: If the PORTA-FEED is not found, we - ,
write off the asset rmmedlately

We capltallze quahfymg costs incurred in the acqursrtlon and development of software for internal use
including the costs of the software, materials, consultants, interest and payroll and payroll related costs
for employees dedicated to the development. We must use our judgment in determmmg whether the
direct costs of materials and services consumed in developing or.obtaining internal-use computer 4,
software and an employee’s time and trave] expenses directly associated with developing software are -
recoverable and should be capitalized. We base our determination on the nature and the extent of the
activity that the employee is performing. A significant portlon of our capitalized software costs relates
to our SAP implementation. SR A

Goodwill and Other Intangible Assets

Carrying values of goodwill, customer relationships, trademarks trade names, patents developedr...
technology and other intangible assets are reviewed periodically for possible impairment using a + - -
discounted cash flow approach. The estimates and assumptions we use are consistent with the business.
plans and estimates we use to manage operations and to make acquisition and divestiture decisions.
The use of different assumptions could impact whether an impairment charge is required and, if so,
the amount of such impairment. Future outcomes may also differ. If we fail to achieve estimated
volume and pricing targets, experience unfavorable market conditions or-achieve results that differ
from our estimates, then revenue and cost forecasts may not be achieved, and we may be required to. -
recognize impairment charges.

y
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Accounting for pensions involves the selection of a discount rate and an expected rate of return that -
we apply to a market-related value of plan assets. This methodology generally reduces the volatility of
pension expense that would have otherwise resulted from changes in the value of the pehsion plan * -
assets and pension liability discount rates. In estimating the discount rate; we look to rates of return ¢
on high quality, fixed-income investments-that are expected to be available through the maturity dates
of the pension benefits and receive one of the two highest ratings-given by a recognizéd ratiigs -
agency, and we review the assumption with our actuary.
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The assets in the principal domestic pension plan are diversified across equity and fixed

income investments. The investment portfolio has target allocations of approximately 53% equity, 32%
fixed income and 15% alternative invéstments such as hedge funds ‘and private equity. Other assets
such as real estate may be used judiciously to enhance portfolio returns and d1versrﬁcat10n

The expected 10ng-term rate of return is established using hlstorlcal market data. for each asset class as
well as the target allocation. Hlstorlcal markets are analyzed and long-term historical

relationships between equity ¢ and fixed i income investments are preserved consistent with the widely
accepted capital market prmclxple that assets with.higher volatility will generate a greater return over
the long run. Active management is employed in most asset classes, which also contributes to the
return assumption. The total welghted average return on each asset. class supports our long—term
expected rate of return assumption. ... v - b S i

We review our long-term rate of return assumpnons annually through comparrson of our historical
actual rates of return with our expectations, consultanon with our actuary regardmg theé assumptions
used by other large companies and consultation with our investment managers regarding their’
expectations for. future returns. While we believe our assumptions of future returns are reasonable and
appropriate, significant dlffer:mces in our actual experience or significant changes in our assumptions
may materially affect our pen510n obllgatlons and our future pension expense. The expected long-term
rate of return is applied to a 'calculated value of plan assets, which reeogmzes changes in the fair value
of plan assets in a systematic manner over five years in determmmg pension expense.

Other Postretirement Benefits ' a ‘ i R

Accounting for ‘other postretrrement benefits requires the selection of a dlSCOUI‘ll rate.and health care
cost trend rates used to value benefit obligations. In estlmatmg the discount rate, we look to rates of
return on high quality, fixed-income investments that receive one of the two highest ratings given by a
recognized ratings agency and we review the assumption with our actuary. We develop our estimate of
the health care cost trend rates through review of our recent health care cost trend experience and
discussions with our actuary regardmg the expertence of srmllar companies. ‘

et

Income Taxes '

We estimate our income tax{consequences in each of the jurisdictions in which we operate in
accordance w1th Statement, of Financial Accounting Standards (“SFAS”) No. 109, Accounting for
Income Taxes. This results i 1n recording deferred tax assets and liabilities in the consolidated balance
sheet to recognize the temporary differences caused by the timing of recognition of income and
expense for financial statement and tax purposes. Valuation allowances are determined based on the
realizability of the deferred tax assets. Relevant factors to determine the realizability, of the assets .
include future taxable income, the expected timing of the reversal of temporary differences, tax
planning strategles and the explrauon dates of the various tax attributes. Valuation allowances are
established for those assets that are determined to be more likely than not to t‘,‘tplre without beneﬁt
or for which income of the proper character-is not anticipated. o . *

H

The effect of a valuation allfowance expected to be necessary for a deferred tax asset at the end of the
year for orlglnatmg deductll;)le temporary differences and carryforwards is included in'the annual
effective tax rate for the year. The effect of 4 change in theé beginning-of-the-year balance of a
valuation allowance resultmg from a change in judgment about the realizability of the related deferred
tax asset in future years is recognized in the interim period in which the change occurs.

The tax posmons we take are based on our interpretations of tax laws and regulations in the
applicable federal, state anq international jurisdictions. We believe that our tax returns properly reflect
the tax consequences of out operations, and that our reserves for tax contingencies are appropnate
and sufficient for the posmons taken. However, these positions are subject to audit and review by the
tax authorities, which may fesult in future taxes, interest and penalties. Because of the uncertainty of
the final outcome of these exammauons we have reserved tax contingencies (including related
interest) for positions that we consider the likelihood of being sustained to be less than probable. The
tax reserves are reevaluated throughout the year, taking into account new legislation, regulations, case
law and audit results.
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Environmental . S oL R .

Our business and operanons are subject to extenswe envu’onmental laws ,and regulatlons governmg,
among other things, air emissions, wastewater. dlSChal‘geS, the use and handling of hazardous
substances, waste disposal and the mvemgatmn and remediation of soil and groundwater
contamination. As with other comipanies engaged in similar manufacturmg activities and providing
similar servrces some risk of env1ronmental habrllty is mherent in our operanons

We have been'named as a potentlally responsrble patty, or PRP, by the Env1ronmental Protection
Agency or state enforcement agencies at three waste sites where some financial contribution is or may
be required. These agencies have also identified many other parties who may be responsible for clean
up costs at the waste disposal sites. Our financial contribution to remediate these sites is expected to
be minor. There has been no srgmﬁcant ﬁnanmal impact,on us up to the present, nor is it anticipated
that there will be i in, the future, as a result of these. matters We have made and will continue to make
prowsxons for these costs if our habllrty becomes probable and when costs can be reasonably

estimated. . . o , L .

Weé have also been named as a'defendant in a number of lawsuits alleging personal injury due (o °
exposure to hazardous substaricés, including multi-party lawsuits alleging personal injury in connection
with our products and services. While we do not believe that based upon present information that any
of these suits will be material 16 us, there can be no assurance that these ‘environmental matters could
not have, either individually or in the aggregate, a material adverse effect onour future financial -
condition or results of operatlons

boow - : »
.Hlstoncally, our expendltures relating to envxronmental compliance and clean up activities have not
been significant. The environmental reserves represent our current estimate of our proportional clean-
up costs and are based upon negotiation and agreement with enforcement agencies, our previous’
experience with respect to'clean up activities, detailed review of known conditions, and information
about other PRPs. The reserves are not reduced by any possible recoveries from’ insurance companies.
or other PRPs not specifically identified. Although given the evolving nature of environmental A\
regulations, we cannot determine whether or not a material effect on future operations is reasonably
likely to occur, we believe that the recorded reserve levels are appropriate estimates of the potential’
liability. Although settlements will- reqmre future cash outlays, it is'not expected that such outlays will
materially 1mpact our liquidity posmon although there can be no assurance that such 1mpacts could - ¥
notoccur A fa TN o
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Executive Level Overview
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In 2006, we met our key objectwes on sales earnmgs and cash generauon

. ll

i

Sales increased 8.8% to $3.6 brlhon in 2006 from $3. 3 bll]lOl’l in the year ended December 31, 2005 On
an organic basis, which excludes the impacts of changes in foreign currency translatlon rates and
acquisitions and divestitures, sales increased 7.8%, mcludmg 3.6% real growth We define real growth
as organic growth less price increases that are passed on to srmply recover hlgher costs. Forelgn
currency impacts added 1.0% to revenue growth in 2006

LN - . : T g 1
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Net earnings increased 106. 9% to $98.9 million, with diluted earnings per.share doubling to 67 cents :
" from the year-earlier 33 ccnts Adjusted EBITDA of $680.1 million was up 12.8% from $603.0 million-.
generated in 2005. We generaled Free Cash Flow of $183.5 million in 2006, a solid improvement over
the $119.6 million.reported for 2005 Net cash, prov1ded by operatmg activities is reconcrled to Free
Cash Flow as follows: - oy T -

o e e . .

I’ - . 1

. Year ended
S P - o [ . December 31
(dol]ars in mllhorlls) . e L 2006 2005
vt rNet cash prov|1ded by operating actlvmes ....... e $284 8 .$199.9
Minority mterests R e i oo ha {(7.9) 0 (5T t
Addmons to property, plant and equ1pment net..... M _(74.6)
i Free cash ﬂov'.' ................ ety (31835 81196 e

The business segments performed quite well in 2006, with Enefgy Services having an excellent year.

For the year, Energy Serv1ccls organic sales growth was 15.7%, with real growth contributing about ’
two-thirds of that improvement. The Upstrecam Adomite business grew better than 25% organically,

and both our Upstream Oil Fle}d and Downstream busmesses also grew at double- dlglt rates.

Growth in Energy Services has been driven by investments in' innovative products and services as well
as in hiring arid training people ahead of expansior of the business. We did a significant amount of
hiring and trammg at'the begmnmg of the year to ensure, we could handle the growth we ‘saw coming.
This enabled us to mamtam[busmess strength through the year: However, the pace of our growth was
even better than expected. In 2007, we are again making sizable investments in hiring and training
new sales and serv1ce engmeers in select geographies.

The Industrial and Institutional Services (1&IS) busmess also had a good year'in 2006, delivering 6.4%
orgamc growth that included very good price gains. [n North' America, we performed particularly well
in the Power, Chemicals, Fo'od and Beverage and Mining markets, with strong growth also taking
placé geographrcally in Latm America, Eastern Europe, the Middle East, and Africa. Process service
business groups that producF personal care ingredients and colloidal ‘micro- partlcle products used in
investment casting, semiconductors, and catalyst systems also performed well. In I&IS as a whole, we
are looking forward to expanding our pace of real growth as we are able to focus our sales engineers
on expansion opportunities as we move, through 2007.

Our 3D TRASAR cooling \lvater technology continues to be a-key advantage. Installations during
2006 surpassed the number idurmg the prior 18 months and we now have more than 3,500 units
installed.” We have the greatest rate of success with our largest customers, but have significant room to
grow our business with mid'sized and small customes. Only about 20% of our applications have come
from competitively held accounts, while more than 80% of the water treatment business is served by
competitors..As we lmprove .our penetration with existing customers — who are our first priority with
any new program — we can shift our attention to competitively held accounts. We believe we will
continue to-reap the beneﬁts of improved margins and competitive advantage for several more years
with 3D TRASAR, and have yet to see any, real competitive response. In 2007, we intend to focus on
faster market penetrauon w1th 3D TRASAR in Europe Latin Amcrlca and A51afPac1ﬁc

One of the’ key levers we are pullmg in 2007 is a change to profit- based compensation for the
remainder of our sales force. This should also help improve our speed-to-market with 3D TRASAR.
Our latest technology a]ways offers greater net benefits to our customers; as well as better profitability
for Nalco. So, a profit- orlented sales engineer will be more apt to learn and sell our newest technology
than a revenue compensated sales engineer.

1 "'“.' fy *
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Our Paper Services business had a challenging year, with sales up 2.2% organically, but ended with a
strong fourth quarter and full innovation pipeline that provide reason for optimism. Cost increases
have been the greatest on products used by our paper customers, including increases that occurred
into the fourth quarter: Because of this, and market conditions, we have more work to do on price
increases in this business. Innovation will play a key role in helping to improve sales and margins in
our Paper business, and several new offerings are being met with good customer reception.

From the standpoint of Paper sales growth, we performed best in Latin America. We grew a bit more
slowly in Asia/Pacific than in recent years, as we absorbed and stabilized the new paper machine
business in China that we captured in 2005. Higher growth rates are expected once again in Paper in
Asia/Pacific, as evidenced by new business run rates as we exited 2006,

The new leadershlp team brought to this business mid- year is focused on 1mpr0v1ng our
speed-to-market with product innovation. We have an impressive and growing suite of value-added
technologies to bring to our Paper customers, but had been slow in the past in the commercialization
process. We are particularly pleased with initial progress in a new EXTRA .White brightness
enhancing technology and our PARETO wet-end optimization technology, which can save customers
significant amounts of energy and water. .

On a total Company basis, price inbfeza'ses were greater than the new costs incurred in 2006, making
up for 2004 and 2005, during which our price achievement trailed the purchased material and freight
cost increases we absorbed. Other. cost increases, for the carrying costs of inventory and receivables,
and for higher service and other .operating expenses, still need to be covered with additional pricing.
The pricing .actions that are planned and being executed in 2007 will address these remaining issues.

Our principal business concern continues to be Europe. The challenges faced there are driven by the
fact that we have continued to operate highly fragmented European entities since our integration in
1999 with Calgon and the collection of European water treatment companies then owned by Suez that
were called Aquazur. The 1ntegratlon of these operations was never fully completed, including actions
such as establlshmg shared service centers for finance, customer service and other activities. We
remain in the process of making these changes, and can see progress being made each day. We look
forward to serving our customers with a much better platform, and our business plans reflect expecled
steady improvement in our financial results in Europe as we progress in 2007.

Revenue growth in 2006 played an important role in our substantial earnings improvements, but net
earnings also benefited from several other notable accomplishments:

* Real growth of 3.6% was up from 2005’5 hurricane and cost plagued 2.2%;

* Margin restoration efforts made good progress. Our operating margin was 12. 0% for 2006,
compared to 2005 10.4%, with the fourth quarter sharply higher;

*  Qur effective tax rate has continued to improve. Our effective rate for 2006 was 35.5%, down
from 44.7% in 2005. We made important improvements to our foreign ownership structures
and debt placements, and we expect that our rate for 2007 will remain below 36%. However,
the adoption of Financial Accounting Standards Board Interpretation No. 48 effective
January 1, 2007, brings the potential for greater quarter-to-quarter tax rate volatility; and

*  Cost savings of $71 million for the year fell just short of our annual target of $75 million.
Delays in two large work process improvement projects prevented us from achieving our
. "target. Our actual result drove our average annual savings over the past thiree years down to
« - $83 million. - : :

Cost savings more than offset additional compensation (excluding the impact of restoring our variable
compensation program), benefits and investments we made during the year to expand research and
development and our selling and service teams. The strength of the Energy Services business was a
key part of our plan, so we invested in hiring and training new sales engineers, particularly in the first -
quarter. Those investments, which exceeded the levels we initially planned in the year, were rewarded
with continued strong momentum through the year and a solid growth platform for 2007.
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Following the twin difficulties in 2005 of unusually significant raw material cost increases-and the U.S.
Gulf Coast hurricanes, our 2006 results represented a return to solid, stable growth. This success was
expected, and lt was also im[')ortant. While 2005 proved the strength of our business model, as we |
grew Adjusted EBITDA 3.0‘}% despite difficult obstacles, we demonstrated in 2006 that we could
quickly return to our long-term improvement targets. i

2007 Outlook |
Réeil'"gr‘owth in fsales' is gipecited to average aboﬁt' 4% in 2007, up Iﬁqdesf[lf frdrﬁ the 3.6% ach_iey_ec'i.in
2006. Price is e)l(pectc:d to p]a'ly a more modest role in our sales gains in 2007, bringing our total,
organic growth to more thanl 5%. This comes after two years in which rapid ih{:i;egées in purchased |
materials and freight made cost recovery through pricing a critical part of our objectives.

Adjusted EBITDA should grow faster than revenues, with our'growth target set at 10%. Year over o
year price increases will outpace costs as we catch up on some,of the ancillary costs we have absorbed

in the past, such as the indirect costs that come from rapid‘ raw 'mg;’efrjal cost moves — including the
P - 1 -1 . P " - * ] N

carrying,costs clif inventory. T

In order to hit our aggressive earnings objectives, we' again ‘plan to gain $75 million in cost savings

during 2007, with a modest t')ottom-line benefit after subtracting higher employée compensation and
benefit costs and investments in expanding selling, service and tesearch and development activities.

Free Cash Flow is targeted at better than 30% improvement, aided by earnings growth, strong )
improvements in operating working capital and lower tax payments outside the’ United States, ~ '
partially offset by increased lca'pital expenditures and non-operating working capital requirements for
items such as variable incentive payments that will be paid in the first quarter of 2007. v

Several key components-in deriving Adjusted EBITDA anﬂ Free Cash Flow in 2007 are expected to

be as follows: ' . C e,

. Amoqization expected at approxi:_naiely $60 million; ’ : .

+

_e Depréciation should be about $130 million;
¢ Cash i'nterest is targeted at approximately $220 million, out of total interest expense of about
$265 million. This assumes that Free Cash Flow is applied entirely toward debt reduction and

dividelnd payments.I

e " Cash itaxes are projected at $100 million; -~ )
». Capital expenditure!:s are expected to be about $120 million. Normally, we would expect - .
capital expenditurels to run about $100 million. The temporary elevation to $120 million . - -
reflects projects we had planned to complete in 2005 and 2006, but that were delayed due to
land title, permit and other issues; < T e

--' ?‘ A ‘ L) T .
(N3 . .
b - . L . o F ' . L i L .
* Pension funding should be $20 million above expense;
i o PN i
* Business process optimization cash costs are targeted at about $5 million; and

| © ' £ Lo - ' o
» Net working capital is expected to be flat, as operating working capital gains are offset by-

- | - . -
uses of cash in non-operating working capital. . .

During 2006, our improved performance led to a shareholder return of 16%. Now, we turn our
attention to delivering further performance improvement in 2007. Our objective is to be known by our
customers as deserving of our motto of “People you trust, delivering results,” We also seek to obtain
that same recognition from our shareholders. . T T o
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Results of Operations* Lo : : S

e ) tr ) e

Year Ended December 31, 2006 Con;paret'i to the Year Ended December 31, 2005

Consolidated

Net sales for the year ended December 31, 2006 were $3,602.6 million, an 8.8% increase from the
$3,312.4 million reported for the year ended December 31, 2005. On an organic basis, which exc[udes
the inipacts of changes in foreign currency, translation rates and acqu1smons and divestitures, net ‘sales.
‘were up 7.8%. Of this 1mprovemenl 4. 2% was attnbuted to price increase, while the remaining 3. 6%

was driven by real growth

st

Gross profit, deﬁned as the dlfference between net sales and cost of product sold, of $1,626.1 million
for the year ended December 31 2006 mcreased by ‘$145.9 million, or 9.9%; over the $1,480.2 m11110n
for the year ended December 31, 2005. On an organic basis, gross proﬁt increased by 8.8%. ngher ‘

“sales volume and the 1mpact ‘of higher sellmg prices, partly offset by the effect of increased costs of "
raw and other purchased materials, contributed to this change. The improvement was also partly
attributable to an inventory write-off of $9.0,million during the year ended December 31, 2005. In
2006, we recognized partial business interruption insurance recoveries of $2.5 million related to last .
year’s hurricanes. Gross profit margin for the year ended December 31, 2006 was 45.1% compared to
44.7% for the year-ago period.

Selling, administrative, and research expenses for the year ended December 31, 2006 of $1,113.5 million
increased $83.8 million, or 8.1%, from $1,029.7 million for the year ended December 31, 2005. On an .
organic basis, selling, administrative, and research expenses increased 7.3%. Slightly more than half of
this increase was attributable to selling expense, which was primarily due to higher salaries,
commission expenses, employee benefits, bad debts, and outside services. Administrative expenses
increased from the year-ago period due to higher employee incentive plan expenses, employee
benefits, and outside consulting related to our work process redemgn initiatives and the rationalization
of our legal entity structure.

Amortization of intangible assets was $70.1 million and $81.6 million for the year ended December 31,
2006 and 2005, respectively. The decrease was attributable to lower amortization of customer
relationships, which are amortized usmg an accelerated method.

Business oprimizan'on expenses, representing mostly employee severance and related cdsts associated
with the continuing redesign and optimization of business and work processes, were $9.5 million for
the year ended December 31, 2006. Business optimization expenses were $25.6 million for the year
ended December 31, 2005, which included a $14.2 million charge to support a plan to de- layer our

management structure and reduce costs.in lower—performmg business units..
.

Other income (expense), net unfavorably changed by $7 5 million from the net other income of

$3.1 million for the year ended December 31, 2005. An unfavorable change in foreign exchange gains
and losses of $8.8 miltion due mostly to the weakemng of the U.S, dollar versus the euro during 2006
accounted for most of the varlatlon

Net interest expense, defined as the combmanon of interest income and interest expense, of

$262.9 million for the year ended December 31, 2006 increased by $13.3 million from the

$249.6 million reported for the year ended December-31, 2005. The impact of higher interest rates on
variable rate borrowings more than.offset the impact of a lower average debt level compared to the
year-ago period.

Pt ' gt [ . . .

The effective tax rate for the year ended December 31, 2006, was 35.5% compared to an effective’ tax
rate for the year ended December 31, 2005, of 44.7%. The reduction in the effective tax rate is
primarily caused by the growth in pretax earnings and the restructuring of our foreign operations to
facilitate the tax-efficient repatriation of cash to the U.S.

o
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Minority interest expense was §2.2 million higher than the $5.7 million for the year ended .
December 31, 2005, reflecting improved results for the Company’s non-wholly owned subsidiaries in

Spain, Saudi Arabia, and Japan.

* ST

Segment Reporting '

Net sales by rep:ortab]e segment for the years ended December 31, 2006 and 2005 may be compared as
follows: - - ‘ , .

) Atiributable 1o Changes
in the Following Factors

* Year Ended December 31
. ' ‘ 2 o " - Cidmency  Acquisitions/

(dollars in millions} 2006 2005 % Change Translation , Divestitures Organic
Industrial & Institutional Services. .. .. $1,593.1 $1,422.1" 75% 11% . — 6.4%
Energy Services. . ... ........ b o2z 897 17.0% 3% 0 - 15.7%
Paper Services. - . . . . . . DT L. e 6%l © 34% 129 0 =~ 22%
Other. .. ....... SRR Lo 2357 2325 C14% (1.6)% - 30%

Netsales. .. ... ST . sae026 $3,312.4 8.8% 10% - 18%

- r

The Industrial and Institutional Services division posted sales. of $1,593.1 million for the year ended
December 31,.2006, an increase of 7.5% over the $1,482.1 million for the year-ago period. Price
increases accounted for ahncf)st three-fourths of the.6.4% organic increase in sales. Solid improvements
were made in the Power, Chemical and Food and Beverage markets in North America, and strong
growth was reported in Latin America, the emerging markets in Eastern Europe, the Middle East and
Africa, and the Asian Mininlg market, Business units within the division that produce personal care
ingredients and colloidal micro-particle products also posted exceptional sales gains,

The Energy Services division reported sales of $1,052.2 million for the year ended December 31, 2006,
a 17.0% gain over the $899.7|’ million for the year ended December 31, 2005. Sales improved by 15.7%
on an organic basis, with more than two-thirds of this improvement attributed to real growth. All

three business units within the division — Adbmite, Downstream, and OFC — reported double-digit ‘

organic improvements.

1
The Paper Services division

AR KR )

posted sa]és of $721.6 million for the year ended December 31, 2006, a

3.4% increase over the $698,1 miltion reported for the year-ago period, with 2.2% attributed to organic
growth. The North American region reported positive organic ‘growth’ as a result' of price' increases,
while organic improvements in Latin America and Asia were primarily the result of real growth. -

These organic growth gains

The 3.0% org:{nic .grow'th in
made by our alternate chan
subsidiary in India.

were partly offset by a decline in the European region. .

sales reported by the “Other” segment was attributable to price gains

| h .
nels.business and Katayama Nalco joint venture, and real growth by our

Direct contribution is defined as'the difference between net sales and operating costs, including cost of
product sold, selling and service expenses, marketing expenscs, research expenses and capital charges.
Direct contribution is féconciled to consolidated earnings (loss) before income taxes and minority

interests in Note 23 of our consolidated financial statements included in Ttem 8 of this Annual Report.

. o |
Direct contribution by repo
compared as follows:

[

(dollars in mi]limlzs)

Industrial & Institutional Services
Energy Services . . .. .........
Paper Services . . ...........L
Other . ... .o i iaenenns l.

rtable segment for the years ended December 31, 2006 and 2005 may be

- - Attributable to Changes
Year Ended December 31

in the Following Factors

Currency  Acquisitions/

, 2006 2005 % Change . Translation Divestitures  Organic
....... $360.9 $322.5 11.9% 1.2% — 10.7%
....... 224.1 173.0 29.5% 1.6% — 27.9%
....... 113.8 1180 (3.6)% - 1.4% - (5.0)%

....... - (55.2) 659) - 162% (2.0)% —  182%
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Direct contribution of. the Industrial and Institutional Services division was $360.9 million for the year
ended December 31; 2006, an increase of 11.9% over the $322.5 million reported for the year ended
December 31, 2005. Organically, direct contribution improved 10.7%. The Industrial and Institutional:
Services division’s success in implementing price increases contributed to most of the improvement.

The Energy Services division reported direct contribution of $224.1 million for the year ended

December 31, 2006, a 29.5% increase over the $173.0 million reported for 2005. On an organic basis, -
direct contribution increased 27.9%. Higher sales volume and the impact of price increases accounted
for most of the improvement. Partial business interruption insurance recoveries of $2.5 million related
to last year's hurricanes recognized in 2006 also contributed to the increase. Operating expenses were
up 7.9% organically from.2005 mainly as a result of higher salaries, commissions and benefit £Xpenses.

The Paper Services division féported direct contribution of $113.8 million for the year ended
December 31, 2006, a 3.6% decrease from the $118.0 million reported for 2005. Organically, direct
contribution was down 5.0%, as costs of raw and other purchased materials continued to exceed price
increases. Due to tight controls on spending, operating expenses were flat on an organic basis.

The direct contribution loss of $55.2 million reported in “Other” for the year ended December 31,
2006, represented an improvement of $10.7 million from the $65.9 million direct contribution loss
reported for the year ended December 31, 2005. Significant contributors to the year-over-year change
include supply.chain variances that benefited 2006 résults, unfavorable supply chain variances in 2005
due to the Gulf hurricanes, and favorable adjustments in 2005 for commissions and-insurance/legal
claims that did not recur in 2006, S . : :

FERY

Year Ended December 31, 2005 Compared to the Year Ended December 31, 2004

Consolidated _ R P

Net sales for the year ended December 31, 2005 were .$3,312.4 million, a 9.2% increase from the
$3,033.3 million reported for the year ended December 31, 2004. On an organic basis, net sales were
up 7.2%. Of this improvement, 5.0% was attributed to price increases, while the remaining 2.2% was
driven by favorable sales growth broadly spread across our customer base.

Gross profit, defined as ‘the dlfference between net sales and cost of product sold, of $1,480.2 million
for the year ended December 31, 2005 increased by $25.7-million, or 1.8%, over the $1,454.5 million
reported for the year ended Decémber 31, 2004. On an organic basis and excluding the impact of a
$14.6 million charge to cost of product sold during the year ended December 31, 2004 resulting from
the salé’of inventory that had been revalued at selling price less costs to sell in purchase accounting at
the date of the'Acquisition, gross profit decreased by $16.0 million. This was primarily attributable to
higher costs of raw and other purchased materials, totaling approximately $166.0 million in 2005, that
grew at a faster pace than the impact of increases in the selling prices of our products of nearly
$150.0 million. Gross profit margin for the year ended December 31, 2005 was 44.7% compared to
48.0% for the year ended December 31, 2004. Gross proﬁt margin for the year ended December 31,
2004 was reduced approximately 48 basis points as a result of the aforementioned $14.6 million charge
resulting from purchase accounting.

Selling, administrafive, and research expenses for the year ended December 31, 2005 of $1,029.7 million
decreased by $9.1 million, or 0.9%, from $1,038.8 million for the year ended December 31, 2004. On
an organic basis, selling, administrative, and rescarch expenses decreased by $28.3 million, or 2.7%,
reflecting significantly-lower incentive plan expenses. This-decrease was offset by the effect of changes
in foreign currency translation rates and the incremental impact of expenses of our Japanese joint
venture, Katayama Nalco, for the first five months of 2005. The joint venture was formed on

June 1, 2004.

Amortization of intangible assets was $81.6 million and $96.3 million for the year ended
December 31, 2005 and 2004, respectively. The decrease was attributable to lower amortization of
customer relationships, which are amortized using an accelerated method.
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In-process mearch and development was a one-time charge of $122.3 million recorded during the year
ended December 31, 2004, as} a result of purchase accounting related to the Acquisition. The value of
purchased IPR&D was compnsed of five ongoing development projects at the date of the Acquisition.
Purchased IPR&D was denved by assigning values to those projects identified by management as
having economic value, but that had not yet reached technologlcal feas1b1]1ty and had no alternahve

’

futureuse SR Y i . ‘

vy e "

Busintess opt:mtzanon erpenses, representmg mostly employee severance and related COSts, were :
$25.6 million for the year ended December 31, 2005, and included a $14.2 million charge to support a
plan to de- layer our management structure and reduce costs in lower-performing business units.

Sponsor monitoring fees of $11 2 million were recorded during the year ended December 31, 2004
which covered monitoring, advrsory and consulting services provided by affiliates of the-Sponsors in
relation to our affairs, including debt and equity offerings, relationships with bankers and Ienders, and
corporate strategy

Sponsor momtonng agreement termination fee was & one-time charge of $35.0 million recorded during
the year ended ‘December 31 2004. In connection with the public offering of our common stock in
November 2004 the Momtormg Fee Agreement that had been entered into with affiliates of the
Sponsors in November 2003 ;was amended and restated, pursuant to which we terminated the B
momtonng servrces provided by the Sponsors’ affiliates. , : .

Other income (expense), net was a net income of $3.1 million and a net expense of $10.8 million for the
year ended December 31, 2005 and 2004, respectively, This $13.9 million favorable variation is due.
primarily to a $13.7 million loss in 2004, resulting from the early repayment of senior discount notes
with an accreted-value of §$1 62.3 million, using proceeds from the initial public offering of common
stock. Also contrlbutmg wasI a favorable change in foreign currency transaction gains and losses of ,
$6.7 million. An increase in losses from asset, write-offs and. disposals of $4.2 million and a $1.6 mllllon
decrease in equrty in earnmés of unconsolidated: subsrdrarres _partly, offset these favorable variations.

Net interest expense, defined !as the combination of interest income and interest expens¢, of !

$249.6 million for the year ended December 31, 2005 increased by $9.0 million from the $240.6 million
reported for the year ended|December 31, 2004. The impact of higher interest rates on variable rate
borrowrngs m 2005 more than’ offset the 1mpact of a lower average debt level compared to-2004. -

The eﬁ"ecnve ta.r rare for the year ended December 31, 2005 was 44. 7% compared to an effective tax
rate for the year ended December 31, 2004 of 153.2%, after excluding the impact of the
aforementioned. charge for IPR&D. The effective tax rate for 2004 included onetimé tax costs related
to restructuring,'in-order tojmore efficiently manage global cash and a]low for more tax efﬁcrent
repatriation of certain forelgn earnings. Lot ; Co L e i

Al

The effective tax rate in 20(|)5 is lower primarily because the tax cost related to the prior year' -
restructuring does not repeat. in 2003. In addition, the 2005 taxable Tepatriation of foreign earnings .
was reduced, in part, because of the restructuring. . ; '

l‘ e R to : : "Year Ended -~ -+ - "
) oo L R December 31 . '

SRE

(dollars in millions} RS ST e L2005 141 20040

Earnmgs (toss) before mcome taxes as reported B $96.8  ° $(102.2)
" Add back: o o - S e
i [n-process R&D V... .. Yo ‘. R A — 'l{ 122.3
, The e Con L -
Ad]t;sled earnings (loss) before INCOME LAKES © + e v e esve e een e $96.8 l. § 201
' 7 S 1 H ' _— i "
Income tax provision (benefit) as reported ......................... $43.3 $ 308 v

~]
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Effective MCOME tAX TALE . o . v ot et i e e et e ne e e eane e ba e nen

The Amencan Jobs Creauon Act of 2004 (the Jobs Creation Act) created a onetime incentive for
American companies 10 repatriate carnings from their foreign subsidiaries. During 2005, we completed
a comparison of the benefits available to us under the Jobs Creatlon Act to those under other

.
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strategies for global cash and debt management, and we compared the benefits of implementing the
incentive to the costs required to implement it. Based upon this analysis, we decided not to structure
our earnings repatnatlon under the provisions of the Jobs Creation Act. ‘

Mtnomy interest expense was $0 1 million lower than the $3.8 million for the year ended. :
December 31, 2004. Higher earnings were reported by the Company’s non-whol]y owned subsidiaries
in India and Japan; however, these were more than offset by lower earnings of our non- wholly owned

sub51d1anes in Saudi Arabia, Malaysia and Spain. o
[ i [ |

Segment Reporting :

Net sales by reportable segment for the years ended December 31 2005 and 2004 may be .
compared as follows: | , -

Attributable t¢ Changes

Year Ended December 31 in the Following Factors

) - % Currency Acquisitions/ .
(dollars in millions) 2005 2004 Change  Translation Divestitures Organic
Industrial & Institutional Services . . . . . $1.4821 $1,389.1 6.7% 1.2% 0.1)% 5.6%
Energy Services. . . ......... . ... .. 899.7 806.7 11.5% 1.3% 0.7)% 10.9%
Paper Services. . . ......... ....... 698.1 . 6629 5.3% 1.4% (0.5)% 4.4%
Other. . ... .. ... oL . 2325 -174.6 33.2%.. 0.7% 19.5% 13.0%

Netsales. ............ 0 0nuunnn - §3,3124 $3,033.3 C92% 1.3% 0.7% - 12%

The Industrial and Institutional Services division reported organic growth of 5.6% in 2005, the
majority of which was attributable to price increases, with solid gains, exclusive of price increases,
posted by our water treatment business'in the Latin American and Pacific regions, as well as our
marine and Pacifi¢ region mining businesses. These gains were offset by sales declines, exclusive of
price increases, in North America and, more notably, Europe. Difficulties in adapting work processes
following our SAP system conversion in Europe on January 1, 2005 and the generally slower economy
in our largest western European markets were among the causes of the sales decline in Europe.
Higher sales during the three months ended December 31, 2004 was another contributing factor, as
European customers purchased in advance to avoid rlsklng any potentlal complications from the
system conversion. R .

Despite lost sales in the Gulf of Mexico due to unusually disruptive.hurricanes during 2003, the
Energy Services division reported a strong organic improvement in sales of 10.9% in 2005, more than
half of which represented real growth. Strong performances were made by the Oil Field business,
Downstream refining, and our petrochemical business.

Solid growth in Latin America; rapid growth in the Pacific region, and a more modest improvement in
North America contributed to the 4.4% organic growth in Paper Services division sales in 2005. These
improvements were, partly offset by lower Paper Services sales in Europe, resulting from labor strikes
faced by our Finnish customers earlier in the year and the aforementioned factors that affected
Industrial and Institutional Services sales in the region,

Most of the organic improvement in “Other” sales in 2005 was attributable to alternate channel sales,
our subsidiary company in India, and our Japanese joint venture, Katayama Nalco. The increase in
“Other” sales attributable to acquisitions/divestitures represents the incremental impact of sales for
the first five months of 2005 by Katayama Nalco, which was formed with Katayama Chemical Inc. on
June 1, 2004.

a
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Direct contribution by reportable segment for the years ended December 31; 2005 and 2004 may be

compared as follows: , i .

| L . . _'

! . Attributable to Changes

' Year Ended December 31 in the Following Factors

o ; X . Currency Acquisitions/

(dollars in millions)’ i 2005 2004 - % Change Translation  Divestitures Organic
Industrial & Institutional Services . . .. *o$322s $3145 - 2.5% 1.1% - 1.4%
Energy Services. . .. .......... I R 173.0 156.5 10.5% 1.6% (1.2)% 10.1%
Paper Services. . . 1 ..... e I. . 118.0 1389 : (15.0y% 16% . - (LOY% _ (15.6)%
Other. . . v oo tennseees L. (65.9) (764) - 137% ©7)% 64% i 80%

The Industrial and Institutional Services division reported direct contribution of $322.5 million for the
year ended December 31, 20{)5 an increase of 2.5% over the $314.5 million reported for the year
ended December 31, 2004. Orgamcally, direct contribution improved 1.4%. Although the Industrial
and Institutional Services d1v1510n did well in capturing price increases during 2005, our sales force was
distracted from focusing on real growth. As a result, most of the orgamc growth in sales was offset by

higher Taw matenal and frel'ght COsts.
|
The Energy Services d1v15101j1 reported d1rect contribution of $173.0 million for the year ended

December 31, 2005, a 10. 5%} increase over the $156.5 million reported for 2004. On an organic basis,
direct contrlbutlon mcreased 10.1%. Higher sales volume and the impact of price increases accounted
for most of the 1mprovement partly offset by increased raw material and freight costs. " L

.

The Paper Seivices division reported direct contribution of $118.0 million for the year ‘ended
December 31, 2005 a 15.0%, decreasé from the $138.9 million reported for 2004. Orgameally, direct
contribution was down 13. 6% as a competitive environment that was slower to respond to the nsmg
raw and other purchased materlal costs challenged our ablllty to obtain price increases.

The direct contribution loss|of 365. 9 million reported in “Other” for the year ended December 31,
2005, represented a decrease of $10.5 million from the $76.4 million direct contribution loss reported
for 2004. Orgaiically, direct|contribution improved 8.0%. This reflected the favorable impact of a )
$14.6 million charge to cost of product sold in 2004 resulting from the sale of inventory that had been
revalued at selling price lesc costs to sell in purchase accounting at the, date of the Acquisition. This
was partly offset by unfavorable supply chain variances attributable to the Gulf hurricanes: The
change in *Other” direct co:ntrlbuuon attributable to acquisitions/divestitures represents the -
incremental 1mpact of Katayama Nalco for the first five months of 2005. -

-
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Liquidity and Capital Resources

Operating activities. Historically, our main source of liquidity has been our solid cash flow generated
by operating activities. For the year ended December 31, 2006, cash provided by operating activities
was $284.8 million, an increase of $84.9 million from 2005. The improvement was mainly the result of
the increase in net earnings and not making any payments in 2006 for 2005 variable incentive plans.
Partly offsetting these improvements were higher contributions to the principal U.S. pensmn plan and
higher cash requirements for inventories and accounts payable.

For the year ended December 31, 2005, cash provided by operating activities was $199.9 million, a
$37.6 million decrease from the $237.5 million in 2004. Year-over-year, higher working capital
requirements more than offset the increase in cash generated by earnings.

Investing activities. Cash used for investing activities was $99.6 million for the year ended -
December 31, 2006, most of which was attributable to net property additions of $93.4 million. Of the
remainder, $6.4 million relates to net cash used to increase the investment in our subsidiary in India.

Net property additions of $74.6 million accounted for most of the $75.9 million of cash used for
investing activities in the year ended December 31, 2005. In 2004, cash used for investing activities was
$72.2 million, as net property additions of $91.8 million were partly offset by a $25.3 miilion.purchase
price adjustment related to the Acquisition Slightly more than one-third of the capital spending in
2004 was attributable to an investment in a common information systems platform for North Amenca
and Europe, which was fully implemented in January 2005. . . :

Financing activities. Net cash used for financing activities totaled $179.6 million and $125.9 miilion
for the, years ended December 31, 2006 and 2005, respectwely, which was mostly atmbutable to a net
decrease in borrowings. In 2006, we prepaid the remaining balance of $31.9 million on the Us. dollar
portion of our term loan A debt, made a scheduled payment on our euro-denominated te:jm loan A
debt of $3. 2 million, and prepaid $170.0 rmlllon of our term loan B borrowings.

Most of the $125.9 million of cash used for financing actwmes dunng the year ended December 31,
2005 was attributable to prepayments of our term loan ‘A debt totaling $99.0 million and a |,
3220 million reduction in borrowings from our receivables facility.

o

Net cash used for financing activities totaled $232.8 million during the year ended December 31, 2004.
Capital distributions, net of capital contributions and net proceeds from our initial public offering of
common stock, were $261.7 million. Proceeds from additional borrowings, net of debt repayments and
a redemption premium resulting from the early repayment of senior discount notes, were :

$31.0 milljon. .-

" In January 2004, we used the net proceeds from the issuance of senior discount notes to make a
return of capital distribution of $446. 9 miilion to our sole shareholder.

In November 2004, we completed an initial public offering of 51.1 million shares of our common
stock, at a price of $15.00 per share. Net proceeds from the offering, after deducting underwriting
discounts and offering expenses, were $720.5 million. Approximately $544.6 million of the proceeds
were used to pay a return of capital distribution that was declared immediately prior to the
consummation of the offering to Nalco LLC, our sole stockholder on the record date of the
distribution. The remaining $175.9 million of the net proceeds was used toward the redemption of a
portion of the senior discount notes due 2014, including the payment of the applicable redemption
premium of $14.6 million.

Since the Transactions, we have been highly leveraged. Our liquidity requirements are significant,
primarily due to debt service requirements as well as research and development and capital
investment. Qur primary source of liquidity will continue to be cash flow generated from operations,
but we also have availability under a $250 million revolving credit facility and a $100 million
receivables facility, in each case subject to certain conditions. We believe that our financial position
and financing structure will provide flexibility in worldwide financing activities and permit us to
respond to changing conditions in credit markets.
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Senior credit facilities, Our %revolving credit facility is part of our senior credit facilities that were .
entered into on November 4, 2003. Our senior credit facilities initially included a $300 million term
loan A facility (including an|€88.0 million tranche) maturing on November 4, 2009 and a

$1,300 million term loan B facility maturing on November 4, 2010. Borrowings under the senior credit
facilities bear interest at a floating base rate plus an applicable margin. The applicable margin for
borrowings under the revolving credit facility and the term loan A facility is 1.25% with respect to ' .
base rate borrowings and 2.25% with respect to LIBOR or Eurocurrency borrowings and may be
reduced subject to our attairjling certain leverage ratios. The applicable margin for borrowings under
the term loan B facility is 0.75% with respect to base rate borrowings and 1.75% with respect to
LIBOR or Eurocurrency botrrowings. The applicable margin for borrowings under the term loan B
facility is not subject to adjustment. . .

3

In addition to paying interesl,t on outstanding principal under the senior credit facilities, we are 7
required to pay a commi_tmeint fee to the lenders under the revolving credit facility ih respect of the
unutilized commitments at a raté equal to 0.50%. We also pay customary letter of credit fees.

[ ‘ Lt

The term loan A facility was scheduled to amortize each year in quarterly amounts at-a rate of

5% per annum,in year one, 10% per annum in year two, 15% per annum in year three, 20% per
annum in year'four and 25% per annum in each of years five and six. In addition to the $15.3 million
of scheduled payments due for the year ended December 31, 2004, we repaid an additional

$82.6 million using cash generated from operations and proceeds from the accounts receivable
securitization facility. An adiditiohal $99.0 million and $35.1 million was repaid during the years ended
December 31, 2005 and 2006, respectively, using cash provided by operations.

The term loan.B facility was scheduled to-amortize each year in an amount equal to 1% per annum in
equal quarterly installments! for the first six years and nine months, with the remaining amount
payable on November 4, 2010. In addition to the $13.0 million of scheduled payments due for the year
ended December 31, 2004, we repaid an additional $206.0 million using cash generated from
operations and proceeds from the accounts.receivable securitization facility. An additional

$170.0 million was repaid dﬁring the year ended December 31, 2006, using mostly cash provided by
operations. . . ‘

Principal amounts outstanding under the revolving credit facility will be due and payable in full at
maturity on November 4, 2009. As of December 31, 2006, there were no outstanding borrowings
under the revolving credit facility.

The senior credit facilities contain a number of covenants that, among other things, restrict, subject to
certain exceptions, our ability and our subsidiaries ability, including Nalco Company, to sell assets,
incur additional indebtedness or issue preferred stock, repay other indebtedness, pay dividends and
distributions or repurchase 'certain capital stock, create liens on assets, make investments, loans or
advances, make certain acquisitions, engage in mergers or consolidations, enter into sale and leaseback
transactions, engage in certain transactions with affiliates, amend certain material agreements
governing ouriindebtedness, change the business conducted by us and our subsidiaries (including
Nalco Company) and enter,into hedging agreements. In addition, the senior credit facilities require
Nalco Company to maintain the following financial covenants: a maximum total leverage ratio, a
minimum interest coverage|ratio and a maximum capital expenditures limitation. We were in
compliance with all covenants at December 31, 2006. .

Senior discount notes, senior notes and senior subordinated notes. As part of the Transactions, in
November 2003, Nalco Coﬁlpany issiied $665 million aggregate principal amount of 7%% U.S.
doliar-denominated senior notes due 2011, €200 million aggregate principal amount of 7%%
euro-denominated senior notes due 2011, $465 million aggregate principal amount of 8%% U.S.
dollar-denominated senior subordinated notes due 2013 and €200 million aggregate principal amount
of 9% euro-denominated senior subordinated notes due 2013.

On January 21; 2004, our slubsidiaries, Nalco Finance Holdings LLC and Nalco Finance Holdings Inc.,
issued $694.0 million aggregate principal amount at maturity of 9.0% senior discount notes duc 2014.
Prior to February 1, 2009, interest will accrue on the notes in the form of an increase in the accreted
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value of such notes. The accreted value of each note’ will increase from the date of issuance until-
February 1, 2009 at a rate of 9.0%. per annum, reflecting the accrual of:non-cash interest, such that the
accreted value will equal the principal amount at maturity on February 1, 2009. Cash interest -
payments on the notes will be due and payable beginning in.2009. Qur primary source of liquidity for
such payments will be cash flow generated from the operations of subsidiaries, including Nalco -
Holdings and Nalco Company. However, the terms of Nalco Company’s senior credit agreement limit
the amount of dividends and other transfers by Nalco Holdings.and our other subsidiaries to the
issuers of the senior discount notes. In addition, the terms of certain of the indentures governing the
existing senior notes and-senior subordinated notes of Nalco Company significantly restrict Nalco
Company and our other subsidiaries from paying dividends, making distributions. and otherwise
transferring assets to the issuers. The ability of Nalco Company to make such payments is governed
by a formula based on its consolidated net income. In addmon as a condition to making such .
payments to the issuers based on such formula, Nalco Holdmgs ‘must 'have an Adjusted EBITDA to'
interest expense ratio of at least 2.0 to 1 after gwmg efféct to any such’ payments Notw1thstandmg
such restrictions, such indentures perrmt an aggregate of $50.0 millin of such payments to be made
whether or not:there is availability under the formula-or the condmons to.lts use are met.

In December 2004, Nalco Finance Holdmgs LLC and Nalco Finance Holdmgs Inc redeemed a
portion of the senior discount notes with an accreted value of $162.3 million using proceeds from the
initial public offering of common stock of Nalco Holdmg Company The issuers paid a $14.6 million
premium, to redeem the notes. After the partial redemption, the aggregate principal amount at .
maturity of the notes declined to $460.8 million from $694.0 million. -

The indentures governing the senior-discount notes, the senior notes-and senior subordinated notes
limit our ability and the ability of our restricted subsidiaries to: %, :

H
f

o’ inc'ﬁr'pdditiénal indebtedness; ‘ _
! 585, . o .
* pay dividends on or make other distributions or repurchase ‘certain capital stock;
[ e Y A ' A

* make certain investments;

B -enter into certain types of transactions w1th affiliates;

hmlt d1v1dends or other payments by our restricted sub51dlar1es

* use assets as security in other transactions; and . -

* sell certain assets or merge with or into other companies.‘

Subject to certain exceptions, the indentures governing the senior discount notes, the senior notes and
senior subordinated notes permit our restncted subsidiaries and us to incur additional mdebtedness ’

including secured indebtedness. ! v .
e

Covenant comphance The breach of covenants in our senior credit agreement that are tied to ratios
based on Adjusted EBITDA could result in a default under that agreement and the lenders could
elect to declare all amounts borrowed due and payable. Any such acceleration. would also result in a-
default under our indentures. Additionally, under our debt agreements, our ability to engage in
activities such as incurring additional indebtedness, making investments and paying dividends is also
tied to ratios based on Adjusted EBiTDA .

Adjusted EBITDA is used fo determine ouf compliance with- ‘many of the covenants contained in' the
indentures governing the'notes and in our senior credit agreement. Adjusted EBITDA is defined as
EBITDA further adjusted to exclude unusual items and other adjustrments perrmtted in calculating
covenant compliance under the indentures and our senior credit facility. We believe that the inclusion
of supplementary adjustments to EBITDA applied in presenting Adjusted EBITDA are appropriate
to provide addltlonal information to 1nvestors to demonstrate compliance with our financing
covenants.
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Adjusted EBITDA is calculated as follows: . . - : . _ '

- . Year ended December 31

(dollars in millions) ‘ 2006 2005 - 2004
Net earnings (1088): . . ..o vt $ 98.9 $478 $(138.8)
Tnterest, et . . . ..o b S 2629 - 2496 - 2406
Income tax provision . ... ... .. Lo e 589 93 308
Depreciation. . . . . ... ..oeen.. U 1310 1333 114.3
Amortization ... . ... . .. L TR 70.1 81.6 96.3
EBITDA .. .voovveenanns L 6218 555.6 3432
Non-cash charges (13, . ..o oot .. . ©ass 198 1744
Business. optimizalion expenses (2)]. .. ... i e e 925 . 256 1.7
Unusual items (3) « . ... .. .. .| ez e : 19.2 . 83 59.7
Other adjustments (4) .......................................... (59 _(63) ) 6.3
Adjusted EBITDA . ..o oo oo oe e $680.1 $603.0 $ 585.3
e ! . . [ : e
(1) Non-cash charges are further detailed on the following table
f : o - : L. : Year ended December 31
. {(dollars in millions) S T 2006 2005 ._2004
In-process résea?éh and development P . :_ ....... . 5 — 5 — $122.3
Inventory step-up .k, ... 1. L. e I AT ' — - 146
Asset write-offs. . . ... .. .l' ..... T e A 28 . 1.1
Profit sharmg and 401(%) expense fundedbySuez ........... ... ... 25.6 13.2 L2718
Oher. . |00 e e L 74 38 86
ot R , S S T — T
Non-eash charges . ... ... ! R P e . §355 $19.8 $174.4
R P, " S L -
In- process Research and Development : o I -
. LR oF o : ' 4] 0

In- -process research and development was a one- tlme charge of $122 3 million recorded dunng the
year ended December 31, 2004 as a result of purchase accounung entries related to the ,
Acquisition™ B - s '

Invenrory Step-Up . ] L : o 5

As a result,of. purchase accounting for the Acquisition, we wrote up our inventory to fair value

_ and subsequently charged the write up to cost of product sold as the inventory was sold.

- 1_ Y

e " L o 1

Other

Profit Shan'ng and 401(k) Expense Funded by Suez : i

‘In con]unctlon ‘with the Acquisition, we entered into an agreement with Suez whereby Suez will
reimburse us for certain profit-sharing and 401(k) matching contributions made by us to the
Profit-Sharing Trust.

i

Other non cash charges mclude 'the non—cash |mpact on earmngs of our equny 1nvestments and
mmorlty mterests Non cash “charges also include ‘the non-cash portion of rent expense under the
sublease that we entered into with Suez in con]unctlon w1th the Acquisition.

Business’ opumlzatlon expenses for 2006, 2005 and 2004 include costs associated with the redesign
and optlmlzatlon of business and work processes. See Note 19 to Item 8 for more information.

1
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(3) Unuosuatl items are further detailed on the following table:

) Year ended December 31
{doNars in millions) - 2006 2005 2004

Pension settlements and curtailments . ... ... ... .. .. i e $ 17 $0.5 $ 01
"Loss (gain) on sales, net of Xpenses. . . . ... .. ... i 6.0 4.1 02 |

o Other unusual IeMS . . .. . oot i e e 11.5 37 . . 594

$19.2 $8.3 $59.7

" Loss (Gain) on Sdles, Net of Expenses

For the year ended December 31, 20Q6, we recorded a loss of $2.1 million from the sale-leaseback
of our facility in Austria, and we also recognized losses of $1.2 million from the disposal of
equipment at a plant in the UK.

“In 2005, we recognized an impairment loss of $2.4 million on a business that was held for sale.

Other Unusual ltems

For the year ended December 31, 2006, the most significant other unusual items included
$3.8 million of consuitancy fees in connection with our work process redesign initiatives and
$5.2 million of consulting and legal fees associated with our legal entity restructure.

In 2005, we incurred $1.0 million of costs on behalf of our Sponsors’ secondary offering. In
- addition, we wrote off $1.1 million of inventory, which pre-dated the Acquisition. - .

Qur results for 2004 were impacted by the effects of certain other unusual items, including a
$35.0 million charge for the termination of the Monitoring Fee Agreement with affiliates of the
Sponsors; a $13.7 million charge for the early repayment of senior discount notes; expenses
associated with the registration of publicly tradable senior notes and senior subordinated notes
that were exchanged for the privately placed notes issued in connection with the Transactions;
costs related to changing the name of our operating company from Ondeo Nalco Company to
Nalco Company; and ‘other Transaction-related expenses. T :

(4) We are required to make ad]ustmems to EBITDA for monitoring fees paid to the Sponsors
franchise taxes and 401(k) matching contributions.

Qur covenant levels and ratios for the year ended December 31, 2006 are as follows:

E P I ' Covenant
N . Level at
‘ December 31, Actual
2006 . Ratios
Senior credit facility (1) . -
Minimum Adjusted EBITDA to cash interestratic. . . ................ .. ..., 1.75x 3.11x
Maximum net debt to Adjusted EBITDA ratio -. e e R 6.00x 4.07x
Indentures (2 -
Minimum Adjusted EBITDA to fixed charge ratio required to incur additional debt
pursuant to ratio Provisions. . . .. . .. ... 2.00x 2.71x

(1) Our senior credit facility requires us to maintain an Adjusted EBITDA to cash interest ratio
‘which started at a minimim of 1.65x and a net debt to Ad]usted EBITDA ratio which started at a
maximum of 6.75x, in each case for the most recent four quarter period. Failure to satisfy these
ratio requirements would constitute a default under the senior credit agreement. If our lenders
 failed to waive any such default, our repayment obligations under the senior credit agreement
could be accelerated, which would also constitute a default under our indentures,

(2) Our ability to incur additional debt and make certain restricted payments under our indentures,
subject to specified exceptions, is tied to an Adjusted EBITDA to fixed charge ratio of at least 2.0
to 1, except that we may incur certain debt and make certain restricted payments and certain
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'Availability of funding under the receivables facility depends primarily upon ther outstanding trade

permitted investments without regard to the ratio, such as,up 10, an aggregate principal amount of
$1,950 million (including|$992.0 million that was outstanding under our term loan facilities as of

Decembeér 31, 2006) and linvestments in similar-bisiness and Gther investments equal to 6% of *
Nalco Holding Company, consolidated assets. S :

Local lines of g{edir.".': C:cr'tai1n of our non-U.S: subsidiaries have lines of credit to support local
requirements. As of December 31, 2006, the aggregate outstanding balance under these local lines of
credit was approximately $24}.9 million. Certain of these lines of credit are equally and ratably secured
with obligations under our senior credit facilities. .

' |
Receivables facility, Nalco Company entered into a three-year receivables facility on June 25, 2004

. v

that provides up to $100.0 million in funding from a commercial paper coriduit sponsored by |

. JPMorgan _Chaép Bank, one 'of the lenders under Nalco Company’s senior credit facilities, based on .

availability of eligible reccivables and satisfaction of other customary conditions. At the.closing, we
received $92.0 million in proceeds, which we used to repay term loans under the senior credit

facilities. .

In connection with the receivables facility, we established a wholly owned consolidated
bankruptcy-remote special purpose subsidiary, Nalco Receivables LLC (the “transferor”), to_which
Nalco Company (the “seller}’) sells trade accounts receivable (the “receivables”) pursuant to a_
receivables purchase a'gref::r‘rl'ent. Pursuant to a rf’ic‘eivables transfer agreement, the transferot then
transfers an undivided interest in the purchased receivables to the’commercial paper conduit or the
related bank sponsor (the “transferees”) in exchange for cash. The transferor’s purchase of receivables

from the seller is financed through the simultaneous transfer of this undivided interest in the "
purchased recqivabl;s‘, tpgetp_cr with cash contributed to it by Nalco Company. and, the advances made
by the seller under an intercompany note. - Lot . - .

_ Nalco Company, as the receivables collection agent, services, administers and collects the receivables

under the receivables transfer agreement for which it receives a monthly servicing fee at a rate of 1%
per annum of the average dlaily outstanding balance of receivables. Borrowings under the receivables
facility bear interest at‘h-ﬂogting base rate plus a usage fee.-The usage fee varies based upon our .
leverage ratio as calculated uinder the senior credit facilities and is currently 0.90% of the amount
funded. In addition, the transferor is required to pay a fee.on the unused portion of the receivables
facility that varies based upbn the same ratio and is currently 0.30% of the unused portion of the
commitments. These rates are per annum and payments of these fees are made to the lenders.on the
monthly settlement date. ‘

- [
R

accounts receivable balance: from time to time. Aggregate availability is determined by using a
formula that reduces the grogs feceivables balance by factors that take iito account historical default
and dilution rates, excessive concentrations and average days outstanding and the costs of the facility.
Based on the terms of this facility and on the criteria described above, as of December 31, 2006, *
approximately, $187.2 millio!n of our:accounts receivable balance was considered eligible for financing
under the program, of which approximately $135.2 million would have been available for funding. As
of December 31, 2006, we had $100.0 million of outstanding borrowings under this facility.

This facility is treated as a general financing agreement resulting in the funding and related
receivables being shown asliabilities and assets, respectively, on our consolidated balance sheet and
the costs associated with the receivables facility-being recorded as interest expense, I L

A0 e L} o o Tk A Lt Tt
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Contractual Ohhgatlons and Commltments AU

a a, R [ v p
The following table Summarlzes our expected cash outﬂows resulting from our contractual obligations
as of December 31, 2006:

*

Payments Due By Period

ChL eath s B

) . 2008, 2010 2012

A et : to to and’
(dollars in millions) ... v r . Total 2007 2009 - 2011 beyond

Contractual Obligations: ' ‘

Debt obligations: . : . )
Principal. . ... ... Wb e T $32373 $123.5 $ 858 - $1,.839) $1,188.9
Interest . . ... L SR UL BT et 2122 - 44797 401.4 2155
Total debt obligations .. ... ... . v 45143 335.7 533.7 2,240.5 " 1,404.4
Operating lease obligations (1). ..%." <. . /.. -~ 7 2643 165 259 549 167.0
Purchase cbligations (2) ©........ i P B P ‘ — — T —_ —
Other long-term liabilities (3)(4) ............... 2977 53.2 87.8 63.6 <931
Total ......... S e $5,076.3 $405 4 $647.4 $2,359.0, $1,664.5

1 et

' v I * . .
' .. ! [T . . . K «

(1) Represents future minimum rental paymems related to admmlstratwe research manufacturmg,
and warehouse faellmes Operating leases, are also in place for vehicles and office equ1pment the
amounts of which are not readily available.

(2) Excluded from the table'dre open’ purchase ordefs for raw materials and supplies used in the
" normal course of business, supply contracts'with customers, distribution agreements, joint venturé™
agreements and other contracts without express funding requirements. =~ ' o

(3) Does not reflect obligations under the Contribution Agreement relating to our Profit Sharing and :
'Savmgs Plan, for which Suez has agreed to relmburse us.

(4) The amounts in long-term liabilities. represent our expected minimum pensxon fundmg
requirements for the principal domestic-defined benefit pension plan through 2016. Minimum - -
pension funding is:defined by the cirrent law in place without consideration of any past
temporary pension funding relief or future- proposed pension legislation, Amounts beyond 2016+
are not reasonably estimable. .1 . .

Our contractual obligations and commitments over the next several years are significant. Our
primary source of liquidity.will continue to-be cash flow generated from. operations. In the period
January 1, 2004 through December 31, 2006, our cumulative cash flow, from operations was
$722.2 million. We have-availability-under a $250 million revolving credit facility to assist us, if
required, in meeting our working capital needs and other contractual obligations. This multi-year
revolving credit facility matures in Novémber 2009. If our cash flow from operations is insufficient to
fund our debt service and other obligations, we may be forced to reduce or delay capital expenditures,
seek additional capital or seek to restructure or refinance our indebtedness. At December 31, 2006,
there were no outstanding borrowings under.the $250 million revolving credit facility, excluding
$27.7 million of outstandmg letters of credit » _

e 4: i c l.n t ’
We believe that cash flow generated from operanons and our borrowing 'capacity will be adequate <.
to meet our obligations-and business requirements. Qur ability to fund these items and to reduce debt
may be affected by general economic, financial, competitive, legislative and regulatory factors, and the
cost of litigation claims, among other things.

The following table summarizes our expected cash outflows resulting from commercial commitments
as of December 31, 2006. Commercial commitments include lines of credit, guarantees and other
potential cash outflows resulting from a contingent event that requires our performance pursuant to a
funding commitment.
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Amount of Commitment Expiration Per Period .

. | . oy o .. ' 2

(008 2010 2012
. : o , 5 e to . to ‘ and
(dollars in millions) ' Total 2007 2009 2011° beyond
. 1 » . T N v
Commercial Commitments: | ) .,
Standby letters of credit (1) ... .. oo P TR $434 $37.6 $5.6 $0.2 § —
GUATANIEES . .\ v oo L A — — - —
Other commercial cqmmitments . | ...................... 3.5 3.2 03 = —
Total . .. ..o vvenenn. | .......... e 5469 $40.8 $5.9 +30.2 §.—

\ " by D B o okt
W,

(1) The final maturity of current instruments is subject to an'pual renewal.

Off-Balance Sheet Arrangements co

) L N . . I ¥

We do not have any off-balance sheet financing or unconsolidated special purpose entities. !

Recent Accounting Pronouncements - RS ; : o o

In February 2007, the Financial Accounting Standards Board (FASB) issued SFAS No. 159, The Fair
Value Option fcfar Financial Assets and Financial Liabilities — Including an amendmg}i{ of FASB
Statement No. 115. This statement is intended to improve financial reporting by providing entities with
the opportunity to mitigate \'rolatility in reported earnings caused by measuring related assets and
liabilities differently without|having to apply complex hedge accounting provisions. It also establishes
presentation and disclosure requirements designed to facilitate comparisons between entities that
choose different measurement attributes for similar types of assets and liabilities. The statement does -
not affect any existing accou:nting literature that requires certain assets and liabilities to be carned at
fair value, and it does not establish requirements for recognizing dividend income, interest income or
inte’est expense. It also doe:s not eliminate disclosure requireéments included in other-accounting:
stzndards. We are required to adopt SFAS No. 159 as of the beginning of our fiscal year ended
December 31, 2008. We are in the process of determining the effects, if any, that' adoption of SFAS
No. 159 will have on-our financial statements. _‘ e

. t . . . LT L ..
In June 2006, the FASB iésqed Interpretation No. 48 (FIN 48), Accounting for Uncertainty in Income .
Taxes, an interpretation of SFAS No. 109, Accounting for Income Taxes. The interpretation clarifies
the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements by
prescribing a recognition threshold and measurement attribute for the financial statemnent recognition
and measurement of a tax p'osition taken or expected to be taken in a tax return. FIN 48 also provides
guidance on derecognition, classification, interest and penaltics, accounting in interim periods,
disclosure, and' transition. FIN 48 is effective for fiscal years beginning after December 15, 2006, and
we will adopt FIN 48 as of January 1, 2007, as required. Because we are indemnified by Suez for
material tax exposures that |o:)rigin:alte in periods prior to November 4, 2003, the cumulative effect of
adopting FIN 48 will be recorded by adjusting our tax contingencies, long-term receivable for the
indemnity, and accumulated deficit. We are in the process of determining the effects that adoption of
FIN 48 will have on our financial statements, but we do not expect that it will be material.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which defines fair
value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. We are reqdired to adopt the provisions of SFAS No. 157 as of the beginning of our
fiscal year ended DecemberiI 31, 2008. We are in the process of determining the effects, if any, that
adoption of SFAS No. 157 will have on our financial statements.

In September 2006, the FAISB issued SFAS No. 158, Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106 and
132(R). SFAS No. 158 requires an employer to recognize in its balance sheet an asset for a plan’s
overfunded status or a liability for a plan’s underfunded status, measure a plan’s assets and its
obligations that determine its funded status as of the end of the employer’s fiscal year, and recognize
changes in the funded status of a defined benefit postretirement plan in the year in which the changes
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occur. Those changes are to be reported in comprehensive income and as a separate component of
shareholders’ equity. SFAS No. 158 does not change the amount of net periodic benefit cost included
in net earnings. We adopted the recognition provisions of SFAS No. 158 as of December 31, 2006, as
required. The impact on our consolidated balance sheet was not material. We are required to adopt
the measurement date provisions of SFAS No. 158 no later than December 31, 2008. Retrospective
application of both the recognition and measurement date provisions of SFAS No. 158 is not
permitted.

In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting
Bulletin No. 108 (SAB 108), Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements, to address diversity in practice in quantifying
financial statement misstatements. SAB 108 provides interpretive guidance on the consideration of the
effects of prior year misstatements in quantifying current year misstatements for the purpose of a
materiality assessment. We began applying the provisions of SAB 108 to our financial statements for
the year ended December 31, 2006, as required, which had no effect on our financial statements.

In December 2004, the FASB issued SFAS No. 123(R), Share Based Payment, which revises SFAS
No. 123, Accounting for Stock-Based Compensation, and supersedes Accounting Principles Board
Opinion (APB) No. 25, Accounting for Stock Issued to Employees. SFAS No. 123(R) requires all
share-based payments to employecs, including grants of employee stock options, to be recognlzed in
the ﬁnancml statements based on thelr fa1r values.

We elected to adopt SFAS No, 123(R) as of October 1, 2004, using the modified-prospective transition
method: Compensation cost charged to earnings for our equity compensation plans was $1.8 million,
503 mllhon and $0.] million for the years ended December 31. 2006, 2005 and 2004, respectlvely

In November 2004 the FASB issued SFAS No. 151, Inventory Costs. This statement clarifies the
accounting for the abnormal amount,of idle fac1ht1es expense, freight, handling costs.and wasted
material. This statement requires that those items be recognized as current- -period expense. In
addition, SFAS No. 151 requires that allocation of fixed overhead to the cost of conversion be
based on the normal capacity of the production facilities. This statement was effective for
inventory casts incurred after December 31, 2005, Adoptlon of thls statement did not have a
material effect on our financial $tatements.

i
[}
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ITEM 7A. QUANTITATI\le AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are subject to inherent risks attributed to operating in a global economy. We may utilize derivative
financial instruments as nece!ssary to manage foreign currency exchange rate risks. We manage foreign
currency exchange risk arisin:g from financial activities pursuant to our corporate guidelines. Forward
contracts and, occasionally, swaps and options are utilized to protect these cash flows from adverse
movements in exchange rates, and we account for these instruments by marking them to market at
each balance sheet date. We|may also employ hedge accounting as permitted by SFAS No. 133,
Accounting for Derivative Instruments and Hedging Activities. In addition, we use certain foreign
currency debt as a hedge of the foreign currency exposure of a portion of our net investment in.
foreign operatié)ns. s '

Upon issuance, we designateld the €200.0 million aggregate principal amount of 7¥%% senior notes due
2011, the €200.0 million aggregate principal amount of 9% senior subordinated notes due 2013, and
the €88.0 million term loan as a hedge of our net investment in subsidiary companies whose assets,
liabilities, and operations are:: measured using the euro as their functional currency. Because of the
high degree of effectiveness between the hedging instruments and the exposure being hedged,

“fluctuations in the value of the euro-denominated debt due to exchange rate changes are offset by
changes in the net investment. Accordingly, changes in the value of the euro-denominated debt are
recognized in foreign currenfcy translation adjustment, a component of accumulated other
comprehensive'income, to offset changes in the value of our net investment in subsidiary companies
whose financial statements are measured using the euro as their functional currency.

We formally assess, on a quarterly basis, whether the euro-denominated debt is effective at offsetting
changes in the :value of the 1:mderlying exposure. For the year ended December 31, 2006, we recorded
a $63.3 million non-cash pretax loss in the accumulated foreign currency translation adjustment
account related to this hedg;a. No hedge ineffectiveness was recorded in income.

We also manaée operationa} (transactional) foreign currency risk, particularly in emerging markets, by
closely managing both prici?g and raw material sourcing. Risks associated with foreign exchange
translation exposures are not hedged.

We have exposure to ﬂuctuﬁltions in foreign currency exchange rates. Based on our derivative foreign
currency instruments outstanding at December 31, 2006 and 2005, a 10% strengthening or weakening
in the value of the U.S. dollar relative to the currencies in which those derivative foreign currency
instruments are denominated would result in a gain or loss in fair values of less than $2.0 million and
$1.3 million, respectively.

At December 31, 2006, Nalco Company’s 2007 forecasted natural gas utility requirements were
approximately|70% hedged lutilizing natural gas forward contracts at an average cost of $9.21 per
MMBTU. These contracts had a notional value of $9.9 million and have delivery dates from
January 2007 through December 2007. Based on year-end NYMEX prices, we had a net unrealized
loss on our natural gas forward contracts at December 31, 2006 of $2.4 million. Assuming that
year-end natural gas prices were to increase or decrease by 10%, the gain or loss in fair value would
be less than $0.8 million.

At December 31, 2006, we Pad $l,116.4 million of variable rate debt. A 1% increase in the average
interest rate would increase future interest expense by approximately $11.2 million per year.

Our sensitivity analysis of the effects of the changes in interest rates and foreign currency exchange
rates do not reflect the effect of such changes on the related hedged transactions or on other
operating transactions. Thelanalysis also does not factor in a potential change in the level of variable
rate borrowings or derivative instruments outstanding that could take place if these hypothetical
conditions preyailed.

We are exposed to credit loss in-the event of nonperformance by the other party to the derivative
financial instruments. We Ii:mit this exposure by entering into agreements directly with a number of
major financial institutions 'that meet our credit standards and that are expected to satisfy fully their
obligations under the contracts. We view derivative financial instruments as a risk management tool
and do not use them for sp'eculative or trading purposes.
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Report'of Independent’ Registered Publi¢ Accounting Firm

The Board of Directors and Shareholders of Nalco Holding Company

We have audited the accompanying consolidated'balance sheets of Nalco Holding Company and
subsidiaries (Company) as Ofi December 31, 2006 and 2005, and the related consolidated statements of
operations, shareholders’ equity, and cash flows for cach of the three years in the period ended
December 31, 2006. Our audits also included the financial statement schedules listed in the Index' at
Tiem 15(a)(2). These financial statements and schedules-are the responsibility of the Company’s -
management. Our responsibility is to express an opinion on these financial statements and schedules
based on our audits. " " : R ! ' : o - '

LN RN ’ LA v ¥ T i '
We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United Stz{tes). Those standards require that we plan and perform the audit to
obtain reasonable assurance 'about whether thé financial statements are free of material misstatement.
An audit includes examining', on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by managem'ent,‘ as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.- = L

In our opinion, the financialjstatements referred to above present fairly, in all material respects, the |
consolidated financial position of Nalco Holding Company and subsidiaries at December 31, 2006 and
2005, and the consolidated r:esults of their operations and their cash flows for each of the three years’
in the period ended- Décember 31, 2006, in conformity with U.S. generally accepted-accounting' ¢
principles. Also, in our opintior!, the related financial statement schedules, when considered in relation
to the basic financial statements taken as a whole, present fairly in all material respects the’ M
information set forth therein. ' . B

. A v - . ' o
As discussed in Notes 2 andI 14 to the consolidated financial statements; the Company adopted the .
recognition and disclosure provisions of Statement of Financial. Accounting Standards No. 138,
Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans — an amendment

of FASB Statements No. 87,'88, 106 and 132(R), as of December 31, 2006.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the :effectiveness of Nalco Holding Company’s internal control over financial
reporting as of December 31, 2006,-based on criteria established in Interna!l Control-Integrated, -
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and
our report dated March 1, 2007 expressed an unqualified opinion thereon. . ‘e

/st ERNST & YOUNG LLP*
Chicago, Illinois | . R
March 1, 2007 o LT e

i
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Report of Independent Registered Public Accounting F_imn
The Board of Directors and Shareholders, of Naico Holding, Company R IET -

We have audited management’s assessment, included in the accompanying Management’s Report on,.
Internal Control Over Financial Reporting, that Nalco Holding Company -maintained effective internal
control over financial reporting as of December 31, 2006, based on criteria established in Internal. .
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the. .
Treadway Commission (the COSO criteria). Nalco Holding Company’s management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the -, .. |
effectiveness of internal control over financial reporting. Our responsibility is to express. an opinion on
management’s assessment and an oplmon on the effectweness of the company s mternal control over
financial reporting based on’our audlt ' ) - .

We conducted our audit in accordance with the standards of the Publlc Company Accounting
Oversight Board (United States). Those, standards require that we plan and perform the audit to.,;
obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Qur audit included obtaining an understanding of internal control
over financial reporting, evaluating management’s assessment, testing and evaluating the design and
operating effectiveness of internal control, and performing such other procedures as we considered
necessary in the c1rcumstances We beheve that our audit’ prov1des a reasonable basis for our oplnlon

l N
A company’s internal control over ﬁnanmal reportlng isa process de51gned to provide reasonable -
assurance regarding the reliability. of financial reporting and the preparation. of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal -
control over financial reporting includes those policies and procedures that (1) pertain to the- . -
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and- .
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recordéd as necessary to permit preparation of financial statements in-accordance with generally
accepted accounting principles, and that recelpts and expenditures of the company are being ‘made ’ '~
only in accordance with atthorizations of management and directors of the company; and (3) provide®
reasonable assurance regarding prevention or timely detection of unatithorized acquisition; use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect”
misstatements. Also, projections of any evaluation of effectiveness to future periods are subjeci-to'the
risk that controls may become inadequate because of changes in condltlons or that the degree ofy
compliance with the policies or procedures may deteriorate, + ‘

In our opinion, management’s assessment that Nalco Holding Company maintained effective. internal
control over financial reportmg as of December 31, 2006, is fairly stated, in all material respects based
on the COSO criteria. Also, in our opinion, Nalco Holding Company maintained, in all material
respects, effective internal control over financial reporting as of December 31, 2006, based on the
COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of Nalco Holding Company and subsidiaries as
of December 31, 2006 and 2005, and the related consolidated statements of operations, shareholders’
cquity, and cash flows for cach of the three years in the period ended December 31, 2006, and our
report dated March 1, 2007 expressed an unqualified opinion thereon.

fs/ ERNST & YOUNG LLP

Chicago, Illinois
March 1, 2007
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e Nalco Holding Company and Subsidiaries
? Consolidated Balance Sheéts
%1 o -(doliars in millions)
K e T - " December 31, December 31,
; s . 2006 : 2005
Assets ! R 4
Current assets: 4 SR : . S U
Cashandcashequwalems'.....i..............................;'.. $ 373 . $ 308
Trade accounts receivable, |less allowances of $19 0 and $16.6 in 2006 . A
and 2003, respectlvelyt ...................................... eee ., 8953 . 622.3
Inventories- .. .+ ... R RSP | 3407 . .- 3132
Deferredmcofmetaxes..'..!...................:............,..._.._.' L0290, ..., 21
Prepaid expenses and other current assets....... e o, 651 . 4 4 020
Total current assets ......... l ......................... e e e 1,167.4 - . 1,049.4
Property, p]ant rand equlpment et e . 1434 0 7553
Goodwill. ... L, IR 2,299.9 2,196.7
Other rntangrble assets, net b P LA, e e 1,169.5 1,227.5
Deferred financing costs . .. N P, U 443 . 550
Receivable frorr11 former shareholder. T R e 600 - 132
‘Other noncurrent assets. .. |, /1. ... ieii..t. S e " 1720 0 (1953
Total assets. . . . . . RRTRUN OUUTOPRRR BRI T 856565 T 855524
» ” o .
'Liabilities and s;harehold_érs"equity ‘ L \ : : st
Current llabrhtles _ . . _ R
‘Accounts paylable...j._."...'.................; .................... § 2882 § 2854
Accrued expenses. ... .. b e ’ 137.5 1358
Accrued compe_nsation...!‘...' ........... e S 108.8 Y675
SROTE-LErm dBbL. -+ .. .o1502 . 226
Incometaxes[...-......;..r.............................:..._.ﬁ.;,..:. . 347 319
Totalcurrenthablhnes ..... l' o794 5432
Long—termdebt ....... [ ............... S 3,038.6 o 32442
Deferred income taxes. - . '[ [ e nne e e, 314.3 C 3530
Accrued pensiojn benefits .. b o.vreeieee P e 430.7 4164
Other liabilities .. -.......L.......coo PO ST 250.0 2789
Minority intere'st. e D 12.6 112
Shareholders’ equity.......}...... o FET TR 890.9 705.5 -
Total liabilities. and sharehol!iers equlty ............................. $5,656.5 $5,552.4
i o
1
!
|
_ ] See notes to consolidated financial statements.
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Nalco Holding Company and Subsidiaries
Consolidated Statements of Operations .
(dollars in millions, except per share amounts)

Year ended December 31

R 2006 2005 2004
Netsales..................... e e 83,6026 . $33124 $3,033.3
Operating costs and expenses: o '

Cdstofproductsold.......‘...................- .......... 1,976.5: _"r18322 1,578.8
Selling, administrative and research expenses.’. .. .. PRI - 1,1135 1 029.7 1,038.8
Amortization of intangible assets ... ... [ U 70.1 " ¥81.6 9.3
In-process research and development. ...:............. PP — — 122.3
Business optimization expenses.......: .o e iiinian... o 9.5 ™t ;“-25.6 ’ 17
Sponsor monitoring fees ... :.. oo iii i R LA elbann <112
Sponsor monitoring agreement termination fee . ............. — 35.0
Total operating costs and expenses ....:..:. i ieiiiieaiie... 7 3169.6- 29690 ¢  '2,884.1
Operatmgearnmgs...................'........' .............. 4330 ; 3433 ° 149.2
Other income (expense) net ... SN T CXO 31 (108)
INLEEESt AMCOMIE . . o vt e vt ettt e e et et e e et _ | __9.'1 34 To102
Interest expense .............. P e T (2720) (258 0) (250 8)
Earnings (loss) before income taxes and mmonty mterests ...... 1657 g8 (1022)
Income iax prov1510n ....................................... s 589 433 30.8
Minority interests............. e e e o (7.9) . (8.1, - (5.8) ~
Net earnmgs (1088) oo $ 989 $ 4787 . $(138.8)
Net earnings (loss) per share: - - - o h :
Basic ......oooivuin... R e $ 069 "85 034 § (142
Diluted.......covvvrnn.. e P $ 067 $ 033. $ (142)
Weighted-average shares outstandmg (mllhons) o B o .
Basic. ... .. e 143.0 ‘1417 " © 977
DAUEA . ... <. ee e e 146.7 . . -146.6 97.7
1o ! it "‘: -
See notes to.cqnsolidated financial statements.
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Nalco Holding Company and Subsidiaries

Consolidated Statements of Shareholders’ Equity

(dollars in millions)

N Accumulated
! Other
I T : ! Capital Accumulated Comprehensive Comprehensive
i Shares Accounts Deficit Income Income _(Loss)
Balance at January 1,2004 ... 1. 100 $1,001.9 $ (24.1) $ 91,2
Capital contributions .. ....... Lo, S 93. — ‘ —_
Capltal distributions. o . —  (991.5) — —
‘Stock dividend to Naleo LLC | ! ......... 90,552,158 — — —
Proceeds from offermg of common stock,
MEL L e Lo 51,111,111 720.5 — —
NEUIOSS + v v ! ......... — — (1388) — - $(138.8)
Other comprehensive income (loss): A o, N -
“‘Loss on derivatives — net of tax benefit .. C
OF $0.2. . oot — — —, (0.2) C o (0.2)
*.Currency translation adjustments — net : '
of tax of $7.5:. .. ... il — — — 42.1 .42
* Comprehensive 1o SRATUN KU $ (96.9)
Balance at December 31,2004, .. .. ...... 141,663,369 740.2 (16i.9) ,133.i
:Share-based compensation. ....|......... e 0.3 —_ —_ s
Warrant exercise .. ..... .0 eaforeeeaa 1,074,082 — — —
Net earnings. e P — _ 47.8 — $ 478
Other comprehcnsive income (loFss)
Minimum pension liability adjustment ~
. net of tax benefit of $0.8. . 1 ......... — — — (1.8) (1.8)
~ Gain on derivatives - net of t:?.x of $0.2. . — — — 02 02
E Currency translation adjustments - net
of tax of $7. 9 ............ L. — — — (51.4) (514)
Comprehenswe loss .......... I $ $ (52)
Balance at December 3L,2005. ). ... .. ... 142,737,451 740.5 (115.1) 80.1
Sl}are -based compensation. . . . ! L 6,645 1.8 — —
"Wiftant exercisé ... ........] L 310,917 — — —~
Net earnings. ......... PO ! ......... - — 98.9 — $ 989
‘Other comprehenswe income (loss) ‘
Minimum pension liability adjustment -
netof tax of $04. . ... .. .. . .. — - —_ 0.8 08
Loss on derivatives - net of tax benefit C
ol $0.8..... D — — — (1.3) (1.3)
" Currency translation adjustments - net
of tax benefitof $174. ... 1. ... ... — — — 87.0 87.0
Gomprehenswe HCOME ..ot $1854
Adjustment o adopt FAS 158 —Jnel of tax
- benefit of $5.6... ... ..... b — — — (1.8)
Balance at December 31,2006 ... ...... 143,055,013 § 7423  § (162) $164.8

See notes to consolidated financial statements.
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Nalco Holding Company and Subsidiaries
, . Consolidated Statements of Cash Flows
(dollars in millions)

R

Operating activities

Net earnings (loss). . . . ........... L T

Adjustments to reconcile net earnings (loss) to net cash provided by operating activities:
Depreciation . . ...... ... .o i i i e e
AmMOrzation . . . ., .. ..o e T e e e e
In-process research and development . . .. ........ ... ... .. ... . L, IR
Amortization of deferred financing costs and accretion of seniof discount notes . . . ., . .
Loss on early extinguishment of debt . . .. ... .... e e e
Equity in earnings of unconsolidated subsidiaries, net of distributions . . .. ........ .. -
Deferred MCOME LAXES . . . - <« o vt e e e et ettt e e
Amertization of unearned employee compensation and accretion of obligation. ... ....

Defined benefit pension plan expense. . . ... .. .. ..., S

Defined benefit pension plan contributions . .. ..... . ... ... o .. PRI
Other, et . . e e e
Changes in current assets and liabilities: 7

Trade accounts receivable ... ............ PP e

Net cash provided by operating activities . . .. .. ... ... . ... i
Investing activities -

Purchase price ad]ustment on acquisition of Ondeo Nalco Group ...................
Business purchasesfsales, nel. . ... ..o i i e e Lo
Additions to property, plant, and equipment, net ... .. ... ... 0. Lo
Other investing activities .. .. .. ... ...« oot e e e

Net cash used for investing activities . . . ........ el
Financing activities : i
Proceeds from long-term debt. . . . ... . e
Payments of long-term debt . . . .. ... ... e
Short-term debl, nel .. ... e e
Redemption premium on early cxnngulshment ofdebt . ........ .. .. ool
Deferred financing costs. . . .. ... i i L
Capital contributions . . . ..ot e e e e e .
Capital distributions. . . ... ... . e e ‘
Proceeds from offering of common S1ock, DEL. . . oo v v ve v e vttt e e reetina s

Other financing activities , . ... ....., e e e e e

Net cash used for financing activities . . 7. . . .. .. uuit it
Effect of foreign exchange rate changes on cash and cash equivalents. . . .. ... e

Increase (decrease) in cash and cash equivalents. . .............................
Cash and cash equivalents at beginning of the period . .. .................... . S

Cash and cash equivalenis at end of the }.).er_iod. R TR e s

Supplemental cash flows information

Cash paid during the period for:
T
IMCOME (aXES . . . o e e e e

See notes to consolidated financial statements
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Year ended December 31

2006 2005 2004
$ 989 8§ 478" $(138.8)
. R |

1310 01333, . 1143
Lo700 816, " 963
— - 1223
435 40.2 . 491
- — 137

1:9 25, 28
(30.0) (39.2) (65.9)
25.6 132.. "~ 278
449 439 39.8
(70.8) (300) ' (13.7)
21.6 17.3 16.6 -

" (40.6) (59.9) (86.4)
(15.4) (8.1) (10.9)
(88) 298 96.3
12.9 (72.5) (25.8)

- 28438 199.9 2375
— (32) - 253
‘(6.4) A X))
(93.4) (746)  (919)
0.2 1.9 (3.4)
(99.6) 759 - (122)
—. .3 M
(205.6) (1458) . (639.3)
308 29 ' (348)
— — (149
(0.8) (1.3) (1.2)
— — 9.3

— — (991.5)

- - 720.5
(@0 (60, _ (09
(179.6) (1259  (232.8)
0.9 (0.6) 0.8
6.5 @239 (66.7)
30.8 33.3 100.0

$ 373 0§ 308. . § 333
$2263  $217.6  § 2063
88.6 80.4 92.3




Nalco Holding Company and Subsidiaries
Notes to Consolidated Financial Statements
(c'iollars in millions, except per share amounts)
December 31, 2006 i

n

1. Description of Business and Change in Ol;v'nersi-}ip

Description of Bt'tsiness

We are engaged i in the worldwide manufacture and sale of highly specialized service chemical
programs. This mcludes produ:cnon and service related to the sale and application of chemicals and
technology, used 1n water treatment, pollutlon control, energy conservation, oil product1on and .
refining, steelmakmg, papermakmg, mining, and other industrial processes. .,

Change in Ownéi'ship

On November 4, 2003, Nalco Holdmg Company’s indirect subsidiary, Nalco Holdings LLC (the
Buyer), a newly formed ent1ty controlled by affiliates of The Blackstone Group, L.P, Apollo
Management, L.P, and The Goldman Sachs Group, Inc, (collectlvely, the Sponsors), pursuant to a

- Stock Purchase Agreement (als amended, the Stock Purchase Agreement) with Suez S.A. (Suez or

Seller) and certain of its afﬁhates acquired the net assets of Ondeo Nalco Group (as defined below)
for $4,127.1 million, including|direct costs of the acquisition of $125.6 million, excluding assumed debt
of $30.2 million, and sub]ect to’ certaln closmg and post closmg ad]ustments (the Acqursrtron)

The Ondeo Nalco Group (the Predecessor) included Ondeo Nalco Company and subs1drar1es (ONC)
and certain subsidiaries of Nalco International SAS (NIS) plus Calgon Europe Limited (UK), owned
by Degremont (4 former related party). Ondeo Industrial Solutions North America, a subsidiary of
ONC, was excluded from the Predecessor, as the Buyer did not acquire it.

[ ! s o M '

2. Summary of Significant Accounting Policies

Basis of Presentation

All intercompany balances and transactlons are éliminated. Investment’ in companies or ‘partnerships
in which we do not have control but have the ability to exercise significant influence over operating
and financial pol1c1es are reported using the equtty method

3

UseofEstlmates R SN T S A o

The preparatlonlof ﬂnanc1a1 statements 1n COnformny with accountmg prmcrples generally accepted’in
the Unitéd States requires management to make estimates: and assumptlons that afféct the reported
amounts of assets and hablhtl'es ahd disclosure of contingent assets and llabllmes at the date of the
financial statements and the réported amounts of revenues and expenses during the reportrng penod
Actual results could differ from those estimates.

Reclassiﬁcations '

Certain reclassrﬁcatlons have been made to the consolidated statements of operatlons for the years
ended December 31, 2005 and 2004 and lo the consolidated balance sheet at December 31, 2005 to
conform 10 the current year presentatton

These reclassrﬂcatlons had no effect on net earmngs (loss) reported for any period.

Foreign Currency Translahon . , .. . ' -

Local currencies!are the functlonal currencies. for most forelgn operations. Thelr balance sheets and
income statements are translated at-current and average exchange rates, respectively, with any
resulting translatlron ad]ustments included in the ‘currency translation adjustment account in
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2. Summary of Significant Accounting Policies (continued)

shareholders’ equity, The financial statements of any foreign subsidiaries that operate in highly
inflationary environments are translated using a combination of current, average, and historical
exchange rates, with the resulting translation impact included in results of operations. Exchange
adjustments resulting from transactions executed in different currencies are included in other income -
(expense) in the statements of operations.

AL L]
Concentration of Credit Risk _ : : L

Credit risk represents the accounting loss that would be recognized at the reporting date if
counterparties failed completely to perform as contracted. We believe the likelihood of incurring -
material losses due to concentration of credit risk is remote. The principal financial instruments  ~
subject to credit risk are as follows:

)

Cash and Cash Equivalents . . . o : T

.

A formal pohcy exists of placing these instruments in investment grade compames and mstltutlons and
limiting the size of an mvestment w1th any smgle entity. :

Accounts Recetvable

A large number of customers in diverse 1ndustnes and geographies, as well as the practlce of
establishing reasonable credit lines, limits credit risk. The allowance for doubtful accounts is adequate
to cover potential credit risk losses ' : 2. . 4
Foreign Exchange Commcts and Derivatives

I : : ;
Formal policies exist, which establish credit limits and investment grade credit criteria of “A” or better
for all counterparties.

Cash and Cash Equivalents

Cash and cash equivalents include all cash balances and highly liquid investments w1th original
maturities of three months or less.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable are carried at their face amounts less an allowance for doubtful accounts. On a
periodic basis, we evaluate our accounts receivable and establish the allowance for doubtful accounts
based on a combination of specific customer c1rcumstances and credit condmons and based ona
history of write-offs and collections. Qur policy is generally to not charge interest on trade receivables
after the invoice becomes past due. A receivable is conSIdered past due if payments have not been
received within agreed upon invoice terms.

»

1

Inventory Valuation

Inventories are valued at the lower of cost or market. Approximately 57% and 56% of the mventones
at December 31, 2006 and 2005, respectively, are valued usmg the average cost or first-in, first-out
(FIFO) method. The remaining inventories are valued using the last-in, first-out (LIFO) method.
Reported inventory amounts would have been $1.3 million lower at December 31, 2006 and

$2.4 million higher at December 31, 20053, if the FIFO method of accounting had been-used for all .
inventories.

The LIFO method is used only in the United States. Most of the countries outside of the United
States.where we have subsidiaries:do not permit the use of the LIFO method. In those countries
where its use is permitted, we have not adopted the LIFO method of inventory valuation because the
value of the inventories in those countries is not significant.
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2. Summary of Significant Accounting Policies (continued)-
Goodwill and Other Intangible Assets o

Goodwill and indefinite-lived lintangible assets are tested for impairment at least annually, and
impairment, if any, recorded as expense in the period of impairment.

We amortize customer relatlonshtps using a decllmng-balance method over an estimated useful life of
16 years to reflect the pattern in' which the econdmic beneﬁts of that asset are realized. This
amortization method corisiders the expected rate of customer attntlon ‘which was based on historical
attrition data that was al$o used in ‘estimating the fair value of the customier relationship mtanglblc
acquired at the Acqu1smon date. ' ‘

The straight- -line method is used for all other assets subject to amortization. Patents and developed
technology are being amorttzed over an estimated useful life of 10 years. :

+

Deferred Financing Costs

Deferred financing costs are 1ncurred to obtain long-term financing and are amortized using the
effective interest method over the term of the related debt. The amortization of deferred financing
costs, which is classified in mterest expense in the statement of operations, was $11.4 million,

$10.9 million and $11.2 million for the years ended December 31 2006 2005 and 2004, respectively.

Asset Retirement Obligations

1

The fair value of a hability f(l)r an asset retirernent abligation is recognized in the period in which it is
incurred. The liability is adjusted to its present value in subsequent periods as accretion expense is
recorded. The correspondmg asset retlrement costs are capitalized as part of the carrying amount of
the related long‘-hved asset and deprecnated over the asset’s useful life.

Income Taxes

1

Income taxes are recognized during the period in which transactions enter into the determination of
financial statement income, with deferred income taxes being provided for the tax effect of temporary
differences between the carrying amount of assets and liabilities and their tax bases. .

Deferred income taxes are pfrovided on the undistributed .earnings of foreign subsidiaries except to the
extent such earnings are considered to be permanently reinvested in the subsidiary. In cases where
foreign tax credits will not offset U.S. income taxes, appropnate provnstons are included in the
consolidated statement of. opcratlons 1 I st '

Valuation al]owances aré determmed based on the reahzablllty of the deferred tax assets Relevant
factors to determine the reallzablllty of the assets include future taxable income, the expected timing
of the reversal of temporary dlfferences tax planning strategies and the expiration dates of the various
tax attributes. Valuation allotvances are established for'those assets that are determined to be more
likely than not to expire without benefit, or for which income of the proper character is not
anticipated. 4 ; !

.

The effect of a valuation allowance expected to bé necessary for a' deferred tax asset at the end of the
year for ongmatmg deductlble temporary dlfferences and carryforwards is included in the annual
effective tax rate for the year The effect of a change in the beginning-of-the-year balance of a
valuation allowance resultmg from a change in judgment about the realizability of the related deferred
tax asset in futire years is recognized in the 1ntenm period in which the change occurs.

We reserve tax contingencies (mcludmg related mterest) for tax positions taken for which the
likelihood of being sustained is considered to be less than probable. The tax reserves are reevaluated
throughout the ‘year, taking into account new legislation, regulations, case law and audit results.

Derivative Instruments a

* In accordance Wwith the prov151ons of Statement of Financial Accounting Standards (SFAS) No. 133,
Accounting for Derivative Instrumients and Hedging Activities, as amended by SFAS No. 138,
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2. Summary of Significant Accounting Policies (continued)

Accounting for Certain Derivative Instruments and Certain Hedging Activities, derivatives are
recognized as either assets or liabilities in the balance sheets at fair value.
I . . . * .

Revenue Recognition

Revenue from sales of products, including amounts billed 1o customers for shipping and handling
costs, is recognized at the time: (1) persuasive evidence of an’ arrangement exists, (2) ownership and
all risks of loss have been transferred to the buyer, which is generally upon shipment, (3) the price is
fixed and determinable, and (4) collectibility is reasonably assured. Revenue from services is
recognized when the services are provided to the customer.

Cost of Product Sold

Cost of product sold includes the cost of inventory (material's and conversion costs) sold to customers,
shipping and handling costs, and certain warehousing costs. It also includes inbound freight-charges,
purchasing and receiving costs, packaging, quality assurance costs, internal transfer costs, and other
costs of our distribution network. It also includes supply chain administration, safety, health and
environmental administration, and the costs of labor for services provided, whether as saleable
services or as part of a multiple deliverables arrangement.

Selling, Administrative and Research Expenses

Selling expenses, which include the cost of our sales force and marketing staff and their related ,
expenses, were $843.8 million, $795.0 mllhon and $791.4 million for the years ended December 31
2006, 2005 and 2004, respectively.

Administrative expenses primarily represent the cost of support functions, including information
technology, finance, human resources and legal, as well as expenses for support facilities, executive
management and management incentive plans. Administrative expenses were $208.1 million,

$176.2 million and $190.7 million for the years ended December 31, 2006, 2005 and 2004, respectively.

Research and development expenses represent the cost of our research and development personnel
and their related expenses, including research facilities in the United States, the Netherlands and
Singapore. Reséarch and development expenses, excluding costs to acquire in-process research and
development, totaled $61.6 million, $58.5 million and $56.7 million for the years ended December-31,
2006, 2005 and 2004, respectively. Research and development costs are charged to expense as incurred.
Purchased in-process research and development costs were $122.3 million for the year ended
December 31, 2004.

"

Recent Accoummg Pronouncements

In November 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 151
Inventory Costs. This statement clarifies the accounting for the abnormal amount of idle facilities
expense, frelght handling costs and wasted material. This statement requires that those items be
recogmzed as current-period expense. In addition, SFAS No. 151 requires that allocation of fixed
overhead to the cost of conversion be based on the normal capacity of the production facilities.
This statement was effective for inventory costs incurred after December 31, 2003. Adoption of
this statement did not have a material effect on our financial statements.

In June 2006, the FASB issued Interpretation No. 48 (FIN 48), Accounting for Uncertainty in Income
Taxes, an interpretation of SFAS No. 109, Accounting for Income Taxes. The interpretation clarifies
the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements by
prescribing a recognition threshold and measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken in a tax return. FIN 48 also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods,
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2. Summary of Significant Alccounting Policies (continned) -+ -

disclosure and transition. FIN;48.is effective for fiscal years beginning after December 15, 2006, and
we will. adopt FIN 48 as of Ja'nuary 1, 2007, as required Because we are indemnified by Sunez for
material tax exposures that ongmate in periods prior to November'4, 2003, the cumulative effect of.
adopting. FIN 48 will be recorded by adjusting our.tax contingencies, long-term receivable for the
indemnity and accumulated deﬁcxt We are in the process of determining the effects that adoption of
FIN 48 will have on our ﬁnanc1al statements, but we do not expect that it will be matenal

In September 2006 the FASB issued SFAS No. 157, Fair Value Measurements whlch defines falr‘ .
value, establishes a framework for measuring fair value, and expands dlsclosures about fair value
measurements. We are requrred to adopt the prowsnons of SFAS No. 157 as of the beginning of our
fiscal year ended December 3] 2008. We are in the process of determmmg the effects 1f any, that
adoption of SFAS No. 157 will-have oni our.finiancial statemenits. - iR

In September 2006, the FASB issued SFAS No. 138, Employers’ Accounting for Defined Benefit
Pension and Other Postretrrenlqent Plans == an amendment of FASB Statements No.-87, 88, 106 and
132(R). SFAS No. 158 requlres an employer to recognize in its balance sheet an asset for a plan’s
overfunded status or a liability for a plan’s underfunded status, measure a plan’s assets and its
obligations that determine its{funded status as of the end of the employer’s fiscal year, and recognize
changes in the funded status of a defined benefit postretirement plan in the year in which the changes
occur. Those changes are. to-ble reported in comprehensive income and as a separate component of
shareholders’ equity. SFAS No. 158 does not change the ‘amount of net periodic benefit cost included
in net earnings:"We.adopted the recognition and disclosure provisions of SFAS No. 158 as of -
December 31, 2006, as requrred The impact on our consolidated balance sheet is disclosed in Note 14.
We are required to adopt thef measurement date provisions of SFAS No. 158 no later than

December 31,"2008. Retrospectwe apphcatlon of both the recognmon and measurement date
provisions of SFAS No 158 1s not permltted o o

' - st

In September 2006 the Securities and "Exchange Commlssmn (SEC) 1ssued Staff Accountmg Bulletin
No. 108 (SAB.108), Conszderlmg the Effects of Prior Year Misstaternents when Quantifying
Misstatements in Current Year Financial Staterments, to address diversity in practice in quantifying - "
financial statemént misstatements. SAB 108 provides interpretive guldance on the consideration of the
effects of prior year misstatements in quantifying current year misstateménts for'the purpose of a’
matenallty assessment. We began’ applymg the provisions of SAB 108 to our financial statements for °
the year ended December 3112006, as requlred which had tio effect on our ﬁnancra] statements.

In February 2007 the FASB IISSUBd SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities — Includmg an amendment of FASB Statement No. 115. This statement is
intended to 1mprove ﬁnanc1al‘ reportmg by providing entities with the opportunity to mmgate volatility
in reported earmngs caused by measuring related assets and liabilities differently without having to
apply complex hedge accountmg provisions. It also establishes presentation and disclosure
requirements de51gned to facrhtate comparisons between entities that choose different measurement
attributes for similar types ofJ assets and liabilities. The statement does not affect ‘any exrstmg
accounting literature that requires certain assets and liabilities to be carried at fair value, and it does
not establish requirements for recognizing dividend income, interest income or interest expense. It
also does not eliminate dlsclosure requirements included in other accounting standards. We are
requrred to adopt SFAS No. ;159 as of the beginning of our fiscal year ended December 31, 2008. We
are in the process of determining the effects, if any, that adoption of SFAS No. 159 will have on our

financial statements. *

3. Acquisitions and Divestitures

In November 2006, we 1ncreased the investment in our subsidiary in India from 80% to more than
97%. The purchase price for this additional investment was $6.4 million, net of a reimbursement of
$8.3 million received from Suez pursuant to the terms of the Stock Purchase Agreement. A tender
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offer is outstanding for the remaining shares not owned by us. The purchase price exceeded the fair
value of the net tangible assets acquired by $3.9.million, which was allocated to goodwill.

We.acquired two businesses and certain patents during 2004 for a combined purchase price of

$2.5 million, net of cash acquired. Each of these acquisitions was treated as a purchase, and.their
results of operations have been included in. the consolidated financial statements since their respective
dates of acquisition. The purchase price exceeded the fair value of tangible net assets by $2.5 million,
which was allocated to-other intang’ible assets and patents and developed technology

In June 2004, we formed a joint venture in Japan with Katayama Chemical Inc. to prov1de water
treatment and process improvement services, chemicals, and equipment to Japanese industrial and
institutional customers. The results of this joint venture, Katayama Nalco Inc., are included in our

consolidated financial statements since we exercise control over it.
' oA

We sold a busmess during 2004 for approximately $0.2 mllhon. No gain or loss was recorded on the
sale.

The pro forma impact as if the aforementioned acquisitions had occurred at the beginning of the
respective years is not significant. - .

4. Securitization of Accounts Receivable ' Co e

In June 2004, we entered into a three-year accounts receivable securitization facility with a
commercial paper conduit sponsored by one of the lenders under our senior credit facilities. The
facility provides up to $100 million in funding, based on availability of ellglble trade accounts

receivable' and other customary factors. : E

In connection with the facility, we established a bankruptcy-remote, wholly owned, special purposé
limited liability company (the “Transferor”), into which Nalco Company, a wholly owned subsidiary of
Nalcg Holdings LLC, (the “Seller”) transfers all eligible trade accounts receivable (the
“Receivables?). Pursuant to a Receivables Transfer Agreement, the Transferor then transfers an
undivided interest in the Receivables to the commercial paper conduit or the related bank sponsor
(the “Tra‘nsferees”)' in exchange for cash. S

The ﬁnancmg fee. charged by the Transferees under the famhty is based on the amount fundcd and the
conduit’s cost of funds for issuing commercial paper plus a margin that varies based on the leverage
ratio as calculated under our senior credit facilities. A commitment fee that varies based on the same
ratio and the unused portlon of the facility is also charged by the conduit. Under the facility, Nalco
Company services, administers and collects the Receivables, for which it receives a monthly servicing -
fee of 1% per annum of the average daily outstanding balance of Receivables.

Availability of funding under the facility depends primarily upon the outstanding Receivables balance
from time to time. The facility. may be terminated for, among other reasons, material breaches of
representations and warranties, bankruptcies of the Seller or the Transferor, a judgment or order for
the payment of money rendered against the Transferor, cross-defaults to our other debt, or breach of
specified financial covenants. We are currently in compliaﬁce with these covenants.
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4. Securitization of Accounts

Receivable (continued) 4 . ..

The facility is accounted for as a secured borrowing, resulting in the fundlng and related Recervables
being shown as llabllmes and assets respectwely, on our,consolidated balance sheet and the costs
associated with the facility belng recorded as interest expensé. We had outstanding borrowings of
$100.0 million and $75.3 million at December 31, 2006-and 2005, respectwely, under the facrllty

5. Inventories ;

[
fl

Finished products ..

L Loge . |
Raw materials- and work-in-process

6. Goodwill

Changes in the carrying value
below: *

Inventories cdnsi;st of the following:

P December 31,

December 31,
2006 2005
......................................... §2645  $242.6
..................................... 76.2 70.6
$340.7 $313.2,

of goodwill from January 1, 2005 to December 31, 2006 are summarized

Balance as of January 1, 2005 1. ... .. e e $2,368.3
Adjustments to deferred 1nc0me 1:1.(=- P (71.6)
Adjustment to Ondeo Nalco Group purchase pr1ce .................................. (2.5)
Excess accruals. for COSES tO eXit ACHVITIES . . .ot i e i e e (0.4)
Effect of foreign _currency translation .............. e e O CIAY
Balance as of December 31,2005, .. ... ..o oreer s, A A P 2,196.7
Acquisitions . .............. I ............................................ PN 39
Excess accruals for COSES 10 EXIt ACHVIIES + . %+ v v et veeeee e ettt « (1.0)
Other . . e e e (2.2)
Effect of foreign currency LEANSIALON « - ..\ o\ e e e 102.5
Balance as of December 31 2006 .................................................. $2,299.9

'

Dunng 2008, we adJusted certam deferred tax liabilities related to purchase accountmg primarily
related to mtanglble assets. As a result goodw111 and deferred tax liabilities were reduced by

$71.6 mllhor} |

“We evaluate goodw1[l for mlpalrment in the fourth quarter of each year and whenever a triggering
event occurs. Welcompleted our ¢ annual goodwill 1mpa|rment test in the fourth quarter 2006 and -
determmed that no goodwill was ‘impaired. o '

i

73




7. Other Intangible Assets

-

Intangible- assets are summarized as follows:

December 31, 2006 ‘' December 31, 2005

Cd ‘ Gross - ‘Accumulated Gross Accumulated
S : ", _Amonnt Amortization _ Amount Amortization

Intangible assets subject to'amortization: E )
Customer relationships. . ........... ... . ... .. $ 5072  $(2379) § 4864 $(169.8)

Patents and developed technology................ 100.6 (32.3) 100.5 (22.2)
Other. . ... e 2.5 (0.6) 24 - (03)
Intangibles not subject to amortization: e S O
Trademarks and trade names .................... 830.0 — 830.0 —
PEnsion @sS€L . ..o\ vvveer et — — 0.5 —

$1,4403  $(270.8) $1.419.8  $(192.3)

Estimated annual amortization expense for the years 2007 through 2011 is as follows:.

Year ending December 31

2007 o e $60.7 e
2008 .. 521
2000 ... 45.0
2010 .. 39.1
2001 L 342

8. Contribution Agreement With Profit-Sharing Trust and Rein)b:urs‘.:amen-t' Agreement with Suez

The Predecessor previously had an Employee Stock Ownership Plan (ESOP), which gave most U.S.
employees an additional opportunity to share in the ownership of the Predecessor’s stock. Preferred
shares were allocated to eligible employees based on a percentage of pretax earnings.

At the inception of the ESOP, the Predecessor and a trustee entered into a trust agreement,
constituting the ESOP Trust, to fund benefits under the Predecessor’s ESOP. As part of its acquisition
of Nalco Chemical Company in November 1999, Suez purchased from the trustee all of the issued and
outstanding Series B ESOP Convertible Preferred Stock at a price of $1,060 per share. The trustee
credited proceeds from the sale of allocated shares to participants’ accounts. Under the terms of an
agreement (the Contribution Agreement), the Predecessor and the ESOP trustee agreed that the
trustee would use proceeds from the sale of shares held in the loan suspense account to repay the
outstanding principal and accrued interest on the ESOP loans. It was also agreed that all procéeds.
remaining after the repayment of the loans and accrued interest would be allocated to participants’
accounts. In return, the Predecessor agreed to make contributions to the Profit Sharing, Investment’

and Pay Deferral Plan Trust (the Trust) on or before December 31,.2010, having a present value equal -

to $124.6 million, the outstanding principal and accrued interest paid on the ESOP loans. The plan,
was amended effective January 1, 2003 to also permit matching contributions under.the Company’s
401(k) plan to count as contributions to the Trust. The Contribution Agreement provides for specified
minimum annual contributions to be made to the Trust, with interest accruing on the outstanding
contribution balance at an annual rate of 8.5% compounded monthly. The contribution commitment
becomes due and payable in its entirety if one or more events that are specified in the Contribution
Agreement occur.

Pursuant to the Stock Purchase Agreement, we entered into an agreement (the Reimbursement
Agreement) with Suez on November 4, 2003, whereby Suez shall reimburse us for all contributions we
make to the Trust in order to satisfy our obligations under the Contribution Agreement. As part of
the allocation of the Acquisition purchase price, we recorded a receivable from Suez of $112.7 million,
equivalent to our recorded liability to the Trust, and recorded a $115.0 million unearned employee
profit sharing asset, which is being amortized to reflect profit sharing expense in the period earned by
employees. Interest accretes on this receivable at the same rate that it accretes on our obligation to
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8. Contribution Agreement With Profit-Sharing Trust and Reimbursement Agreement with Suez-
{continued) !

i o

the Trust. The receivable doesinot have specific due dates, but under the terms of the Reimbursement
Agreement, Suez,is required to reimburse us immediately after we make any contributions to the
Trust. The receivable is not secured by any Suez asset. However, under the terms of a sublease
agreement with Leo Holding ('l,‘ompany (Leo), a subsidiary of Suez, whereby we sublease our
corporate headquarters and research facility from Leo, if Suez fails to pay any of the payments it is
required to make under the Relmbursement Agreement, we have the right to set off such overdue
amounts against the rent due under the sublease agreement (see Note 13). Conversely, under the
terms of the Relmbursement Agreemem if we fail to pay when due any sublease rent (as defined in
the sublease agreement) Suez shall have the right to reduce its reimbursement obligations to us
pursuant-to the Réimbursement Agreement by an amount equal to such shortfall. -

Contributions to the Trust and expenses recorded related to the Contribution Agreement are as
follows: I . : T L

i S .
} ' T ) .. - R ' o - Yea.r ended DecemIlJer 3
. | | I T . 2006 2005 2004
Contributions to the Trust ... . ... .o AR - $169 $21.5 $14.2
Expense recorded: ) ‘ a , ‘
Amortization of unearned employee profit sharing ............... © %205 $70 $20.8
Accretion of obligation to TrUSt .. .....eveeiiirineia e 5.1 62 7.0

Total included in Eopera_ting EXPENSeS ... ... ey g e $25.6 ‘.;;' $13.2 %278

Payments recewed from Suez and income recorded related to the relmbursement arrangement are as
follows: '

Year ended December 31

L

. : , 20062005 2004
Payments recelved fromSuvez [............ ey e 3169 . %218 $14.2
Income recorded

$ 5.1 $ 6.2 $ 7.0

Accretion of receivable from Suez......... e e

9. i’roperty, Plant, and Equipment

Property, plant, alnd eqmpment (mcludmg major improvements) are recorded, at cost. Deprécnatlon of
buildings and equipment is calculated over their estimated useful lives generally usmg ‘the stralght -line
method. o .

The estimated useful lives of the major classes of depreciable assets acquired since the daté of the
Acquisition are as fol]0w5' ‘buildings — 33 to 40 years; software — 5 years; equipment -3 to 15 years.

Interest capltallzed dunng 2006, 2005 and 2004 was $0.5 million, $0.2 million and $1 6 million;
respectively. : . . :
. |
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9. Property, Plant, and Equipment (continued)

Property, plant, and equipment consist of the following:

o : U T * 7+ December 31, December i1,

Co L o . 2006 . 2005

Land..............oo.0.0.! e R .o $ 760 $ 748
Buildings ........ il APU e e 175.6* 164.3
Software. ......0.......... L . Lol 117.9 - 104.0
Equlpment.‘ ....... AL A U S U ol 7914 + " 697.1

| oL L 11602” ,"',10402
Accumulated depreciation ............. EETITTR s . S (417, ) _ (284.9)
Property, plant, and equipment, net ., e e e e o +$. 7553

$ 7434 ¢

During 2006, we recogrized $3.6 millidn of assét retirement obligations for remediation and
demolition activities at certain manufacturing sites where legal obligations associated with the
retirement of tangible long-lived assets exist and a range of potential settlement dates for the
obligations can be determined. The liability for other asset retirement obligations cannot currently be
measured as the retirement dates are not yet determinable. We will recognize the liability when ™ - .

sufficient information exists to estimate a range of potential settlement dates.

1

10. Income Tax

The provision for income taxes was calculated based upon the following components of earnings (loss)

before income taxes and minority interests:

. » L DR Year ended December 31
2006 2005 2004
United -States ....... e P $(25.1) $(93.7) $(267.7)
Foreign.............. e e e 190.8 190.5 165.5
Earnings (loss) before 'in}:‘c')_me taxes and minority interests........... $165.7 $ 96.8  '$(102.2)

The components of the income tax provision are as follows:

Year ended December 31
2006 2005 2004
Current: o _ e : : o
JUnited SEALES ... et i e ey $(03) $(46) $183
State and 10€al .., s e vt et et P e L 0.8 .06 0 .02
Foreign..........oo.o..... R 88.4 86.5 782
Total current..................o.... T T 889 82.5 96.7
Deferred ' r t R _ ' ' ) B
Uniféd States . . ... ST ST ‘ (98)  (21.0)  (44.3)
Stateandlocal ... ...t e (14)..-~(07)y - (39
Foreign............cooeviiineenn. e e (18 8) (17.3) (7.7
Total deferred ... ... . e e (30.0) (39.2) (65.9)
Income tax provision ......... ... i $ 58.9 $433 $ 308
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10. Income Taxi(continued) o e A

Deferred tax assets and liabilities are’ recognized for the expected future tax consequences.of
temporary differences between the financial statement basis and the tax basis of assets and liabilities
using enacted statutory tax rates applicable to future years. Net deferred income. tax assets (liabilities)
are as follows A

December 31,. December 31,

, ' ! .:” . . . - ‘ l’!‘ 2006 % 2005
‘Rettrement beneﬁts ..... [ e $ 657 $ 50. 9 ’
Pension. ...\ ......... [ ............. AT T1200 7 136
United States net operating loss carryforwards. ..\ ... g 948 S .85
Foreign tax loss earryforwards ................... FO P L 48 6 38.7.
Leveraged lease investments .\ ... ... PO L e e T 4
Accruals........’ ........... L, e 290, 1"8.1 '
Other deferred tax assets ... Ao e . J 73 5 y ' * 5041
Total deferred tax assets.. . . .. f ......... . . e . . ey L 438 3 L3815
. Valuation allowance. ......... . Ceeeiaas cires ) 575 ) P gSl )
'Net deferred tax assets.... . . .. e $3631. .. $330.
Prtc')perty ........ .. T ; ............ e e . $(122.8) $(129.3)
Software amorttzatton TR fees e . (5.4) - (7)Y
Intangible assets............ I JR (479.4) (468.2)
Other deferred tax liabilities . b CoLlnoe Nt (a08) T T (56.8)
Total deferred tax llablhttes .. I e s D ' e ”) e ' (648:4) _ : ‘(6620)
Net deferred tax assets ...... ... e it 03630 003300
Total deferred i mcome taxes. . i .................................... $(285.3) $(331.9)
Included in:- o ' " e T : 7 :
Deferred income taxes — cunrent assel. L.l naotog0290 ¢ T 217
Deferred i income taxes — noncurrent 11ab1hty ........ Goonlonhe o 3143y (353.0)
. . P N NI TR VR RNT & . R
o B S 17 ) M TE OO
ST L .

These deferred tax assets and hablhtles are classn‘ied in the balance sheets basedton the balance sheet
classification of the related assets and liabilities. ,

. b L vy o I

.

Pursuant to the Stock Purehase Agreement Suez has provrded an 1ndemn1ty for certam eontmgent
badlt : b "
taxes that Ielate to pertods prlor to November 4 2003 w2 K
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10. Income Tax (continued) T S £ T

The effective rate of the provision for income taxes differs’ from the United States statutory federal

tax rate due to the following items: - Co e D "o o
R : A e b ' Year ended Decémber 31
2006 2005° 2004
. United States statutory federal tax rate............ T $ 580  $33.9 $(35.8)
State income taxes, net of federal benefits .. ... - (0.6) (0 1) (2.4)
Foreign tax rate differential...> oL ..o F Y (13 0) ' 7.7y (34)
Withholding taxes ............ P P e e ' 81 64 87
In-process research and deve]opment .......... PR T U — ot " 428
U.S. tax on foreigh earnings........... e e e S 3 8 9.7 187
U.S. tax on subsidiary disposition. .. .. =" = 718
Credits and incentives...................o..... PP e (1.7, (1.3)  (24)
Fixed asset revaluation . . . . . .. e AR e e = — T emn
Changes in valuatlon allowances. ... ... e e (2.4) (1.8) - 0.2
Tax contingency accrual ... ... B P e 31 - 12 12 -
Nondeduttible ftems .. ..ot e : 62 .0 w51 4.4
Other ............... e e e (2.6) 2y (0 3)
Income tax provision.......... T e $589, $433. .§. 30.8

L
No provision has been made for United States or foreign income taxes related to approx1mately ;
$573.0° m11110n of undistributed earnings of forelgn subsidiaries at December 31, 2006, as we consider _
these earnmgs to be permanently reinvested. It is not practicable to estimate the additional income
taxes and apphcable w1thhold1ng that would be payable on the remittance of such undlstnbuted
earnings. Coe o : . S

. The Internal Revenue Serv1ce (the Service) has completed its examination of the consolidated federal-
income tax returns of our subsidiary, Nalco Company, and Nalco Company s subsidiaries for the years
2003 and 2004, The Service has disallowed federal tax deductions for a series of expenses some of
whlch will continue to amortize for tax purposes through 2011, These expenses relate to fees paid to
the ‘Sponsors and financial institutions for debt issuance and consulting services. We believe that the
deductions as reflected in our andited financial statements are proper, and no reserve has been taken
for these amoints. We-intend to vigorously pursue all of our remedies, including litigation if necessary,
with the expectation that the deductions should be sustainéd on their merits. Nonetheless, should the
Service prevall on the disallowance of any of these expenses, any incremental tax would offset ex1st1ng
net operatmg loss’ carryforwards rather thdn require an immediate cash payment. Because a
substantial portion of the disputed deductions creates temporary differences, that portion of the
disallowed tax benefits would be charged to deferred tax liabilities and not the tax provision.

Portion deducted through December 31,2006............ ... o it $ 859
Remaining deductions through December 31, 2011 e e 30.3
Total deductions disputed : ... ... i $116.2

We have United States federal net operating losses of approximately $239.4 million ($83.8 million tax -
effect) expiring between 2020 and 2027. A valuation allowance has been established on $23.1 million
($8.1 million tax effect) of certain separate return limitation year amounts, that if released would be
credited to goodwill. The earliest expiration of the net operating loss carryforward that does not have
a valuation allowance is 2024. We have identified a tax planning strategy that would be implemented
prior to 2024 in order to utilize these losses if future taxable income does not otherwise consume the
loss carryforwards.

We have state net operating loss carryforwards, which could reduce future taxes by $11.0 million. A
valuation allowance of $3.3 million has been established for the portion of which realization is
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10. Income Tax (continued)

uncertain due to relatively short carryforward periods. Implementation of the tax planning strategy for.
the United.States federal I0sses would also utlhze the losses of the'states with longer carryforward
periods. . <+ . ‘ o S :

r

We have Umted States foreign tax credit carryforwards which could prowde addmonal tax benefit of
$19.9 mrlhon A full valuation alldwance has been establlshed as it is uncertain that we w111 be able to
utilize the addmonal benefit.

We have’ approx1mately $113.7 million ($34.1 million tax effect) of U.K. capltal loss carryforwards that
do not expire. The losses can only be used to offset future capital gains in the U.K. A full valuation °
allowance has Been established pending the recogmtlon of taxable U.K. capltal gains.

We have a net operating loss carryforward in Brazil of approxtmately $16.5 mtlhon (85.6 million tax |
effect), which does not exptrel A full valuation allowance has been established, as we do not foresee,
future taxable income to utilize the carryforward in this entity.

We have net operattng loss carryforwards in The' Netherlands of approximately $29.8 million |, .
($7.6 million tax effect) that’ do not expire under current law. A valuation allowance has been i
established on $16.5 million ($4 2 thillion tax effect) assoc1ated with a fiscal unity that is not expected
to generate taxable income to utilize the loss carryforward '

We have other forclgn net operatmg loss carryforwards with approximately $1.4 million tax effect that
expire no’ sooner than 2015 for Wthh no valuatlon allowance is considered necessary

i vebe YT

Debt consists of 'the following: : :

o o . . December 31, December 31,
Tt 1T B 2006 2005
Short- lerm n o o ' _ :
Checks outstanding and bank overdrafts ....................... U $ 258 $ 179
Notes payable.to banks...... |0l .09 . . 09
Current maturities of long- term debt e e e . . 235 -+ 38
Securitized trade accounts receivable fac:lhty ....................... : _- 100.0 —
’ . T - $.1502 - § 226
Long-term ' L '
Securitized trade accounts receivable facility ....................... $ - $ 753
Term loan A, due November2009-. .. .. PR e s ' 810 1076
Term loan B, due November 2010 ;... . .. . i vl cineens . : " 911.0 -.-1,081.0
Senior notes, due Novembér 2011 e [PPSO L. 928.1 800.7
Senior subordinated notes, due November 2013 ................... ; o 7281 ¢ T700.7
Unsecured notes, due May 2008........ o e R - 27.8 y 278 ¢
Senior discount notes, due February 2014 ......................... ... 3856 . 3535 .
L8 44T PSP 0.5 1.4
oo o S : - 30621 7 32480
Less: Current portion ......L........ e AT e 235 38 )
e i $30386 . $32442
The weighted- average mterest rate on short-term debt was 5. 5% and 4.6% at December 31 2006 and .

December 31, 2005 respectl\?’ely

In January 2004, Nalco Holding Company’s 100% owned subsidiaries, Nalco Fmance Holdings LLC
and Nalco Finance Holdings|Inc. (together, the Issuers), issued $694.0 million aggregate principal
amount at maturity of 9.0% senior discount niotes due 2014.
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11. Debt (continued)

Prior to February 1, 2009, interest will accrue on the senior discount notes in the form of an increase
in the.accreted value of such notes: Thereafter, cash interest on the senior discount notes will accrue
and be payable semiannually in arrears on February 1 and August 1 of each year, commencing on
August 1, 2009, at a rate of 9.0% per annum. The accreted value of each note will increase from the
date of issuance until February 1, 2009 at a rate of 9.0% per annum, reflecting the accrual of - non-cash
interest, such that the accreted value wilt equal the principal amount at maturity on February 1, 2009,

In December 2004, the Issuers redeemed a portion of the senior discount notes with an accreted value
of $162.3 million using proceeds from the initial pubhc offering of common stock of Nalco ‘Holding
Company. The Issuers paid a $14.6 million premlum to redeem the notes, and incurred a $13.7 million
loss on the extinguishment of these notes, which is included in other income (expense). After the
partial redemption, the aggregate principal amount at maturity of the notes declined to $460.8 miilion
from $694.0 million.

At December 31, 2006, the senior discount notes had an accreted value of approximately $832.54
per $1,000 principal amount at maturity of notes, resulting in a total accreted value of $383.7 million,
The $1.9 million difference between the carrying value of the notes and the total accreted value
represents a premium, which is being amortized over the term of the notes.

Nalco Holding Company and the Issuers do not generate any revenue, and Nalco Finance Holdings
Inc. was incorporated solely to accommodate the issuance of the notes by Nalco Finance Holdings
LLC. All of Nalco Holding Company’s consolidated assets are owned, and all of its consolidated net
sales are earned, by its direct and indirect subsidiaries. As of December 31, 2006, Nalco Holding
Company’s subsidiaries had $943.7 million of restricted net assets. ‘

The terms of the senior credit facilities of Nalco Company, a wholly owned subsidiary of Nalco
Holdings LLC, limit the amount of dividends and other transfers by Nalco Holdings LL.C and its
subsidiaries to the Issuers or Nalco Holding Company. Further, the terms of the indentures governing
the senior notes and senior subordinated notes of Nalco Company significantly restrict Nalco
Company and the Issuers’ other subsidiaries from paying dividends or otherwise transferring assets to
the Issuers or Nalco Holding Company. The ability of Nalco Company to make such payments is
governed by a formuta based on its consolidated net income, as well as meeting certain other
conditions. Notwithstanding such restrictions, such indentures permit an aggregate of $50.0 miltion of
such payments to be made whether or not there is availability under the formula or the conditions to
its use are met.

The Issuers’ subsidiaries will be permitted under the terms of the senior credit facilities and other
indebtedness to incur additional indebtedness that may severely restrict or prohibit.-the making of
distributions, the payment of the dividends or the making of loans by such subsidiaries to the Issuers
or Nalco Holding Company.

In connection with the Acquisition, Nalco Company issued senior notes and senior subordmated notes
in a private offering and entered into senior secured credit facilities. '

On November 4, 2003, Nalco Company issued senior notes and senior subordinated notes (Notes),
The senior notes were issued in the principal amount of $665.0 million and €200.0 million and bear
interest at 7.75%. The senior subordinated notes were issued in the principal amount of $465.0 million
and €200.0 million and bear interest at 8.875% and 9.0%, respectively. Interest is payable
semi-annuaily on May 15 and November 15. The Notes do not have required principal payments prior
to maturity. Nalco Holding Company’s and Nalco Company’s direct and indirect domestic subsidiaries
that guarantee its obligations under the senior credit facilities guarantee the Notes.
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11. Debt (continued)

At its option, Nalco Company may redeem some or all of the senior notes and senior subordinated
notes, beginning November 15l 2007 and November 15, 2008, réspectively, at the redemption prices set
forth below {expressed as' percentages of prmc1pal amount), plus accrued interest, if any, if redeemed
during the twelve-month perlod commencing on November 15 of the years set forth below:

Semor notes e ) Semor subordinated notes
i R'edemptiont_ ‘ i U.S. dollar Euro Redemption
Period . l Price Period Redemption Price Price
2007 ' | 103 875% 2008 - 104.438% - 104.500%
2008 : g | : 101 938% 2009 Co . 102958% 103.000%
2009 and thereafte 100.000% 2010 . - 101.479% 101.500%
! ! . 2011 and-thereafter s el 100.000% 100.000%

' ped + ' T g
Nalco Company may redeem some or all of the senior notes and senior, subordinated notes, prlor to
November 15, 2007 and November 15, 2008, respectively, at a price equal to the principal amount of,
the notes, plus a spee1ﬁed ‘make-whole” premlum

On November 4, 2003 Nalco Company entered into. senior secured credit fac111t1es Wl’llCh provided for
a revolvmg credlt facility and three term loans: a $200.0 million term loan A, a €88.0 million term
loan A, and a $1,300.0 million term loan B. The senior secured credit facilities are unconditionally
guaranteed by Nalco Holdings LLC Nalco Company, and certain domestic subsidiaries of Nalco
Holdings LLC (co]lectwely, the Guarantors). The repayment of these facilities is secured by
substantially all the assets of the Guarantors, including, but not limited to, a pledge of their capital
stock and 65% of the capital stock of each non-U.S. sub51d1ary owned by the Guarantors. The
revolvmg credit. fac111ty, which explres in November 2009, provides for borrowings up to $250 million,
a portion of which may be made available to Nalco Company’s non-U.S. subsidiary borrowers in
euros. The revolving credit fac111ty also includes borrowing capacity available for letters of credit. The
facility bears interest at a rate equal to an applicable margin plus, at our option, either (a) a base rate
determined by reference to the greater of (1) the prime rate, (2) the thrée-month certificate of deposit
rate plus 0.5%, and (3) the federal funds rate plus 0.5% or (b) LIBOR or EURIBOR plus an
applicable margin ranging from 1.0% to 2.5%, depending on the type of borrowing and our leverage
ratio, as defined in the credlt agreement

Interest is generally due quarterly in arrears, and is also due upon explratron of any particular loan. In
addition, there is !an annual loan commitment fee of 0.5% on the unused portion of the revolving
credit facility. We are also reqdired to pay a participation fee in respect of the undrawn portion of the
letters of credit, 4t a rate per annum equal to LIBOR or EURIBOR plus an applicable margin, a
fronting fee at a rate of 0. 25%|per annum of the daily average amount, as well as customary letter of
credit fees. As oquecember 31, 2006, wé ‘had $27 7 million in outstandmg letters of credlt none of -
which had been drawn agamst| v

Term loan A bears mterest at the same rate as the revolving credit facility. The applicable margin for
borrowings under the term loa'n B facility is 0.75% with respect to base rate borrowings and 1.75%
with respect to LIBOR or Eurocurrency borrowings. Unlike the term loan A and the revolving credit
facility, term loan B is not sub]ect to adjustment based on our leverage ratio (as defined in the credit
agreement). :

Using mostly cash generated from operatlons during 2006, we made scheduled payments under our
term loan fac111t1es of $3. 2 million, and we prepaid an additional $201 9 million of term loan
borrowmgs We prepald $99.0 lmllhon of term loan borrowings during 2005 using cash generated from
operations. In addition to the $28.6 million of scheduled payments in 2004 under term loan facilities,

" we prepaid an additional $288|3 million using cash generated from operations and $92.0 million in
proceeds from an accounts recelvable securitization. We also repaid $15.0 million of revolving credit
facility borrowmgs during the year ended December 31, 2004.
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11. Debt (continned)

At December 31,2006, we had $992.0 million outstanding under the senior secured credit facilities
with a weighted-average interest rate of 7.08%. The amounts outstanding, as well as the base rates and
applicable margins, at December 31, 2006 and December 31, 2005 were as follows:

4

2006 ' : 2008
Weighted Weighted
S Average Base  Applicable. ; Average Base  Applicable
- Amount . Rate Margin Amount Rate Margin
Term loan A (U.S. dollar). . ... — - = $ 319 7.25% 1.50%
Term loan A {(euro) ........... € 61.6 375% < 225% € 64.2 2.53% 2.50%
TermloanB......... e $911.0 543% 1.75% ' $1,081.0 4.34% 1.98%

The $27.8 million of unsecured notes bear interest at 6.25% with interest payments due on May 15 and
November 15. The $0.5 million in other long-term debt at December 31, 2006 was borrowed by two
foreign subsidiaries. Of this amount, $0.3 million was borrowed at-an 1nterest rate of 10.5%. The '
remaining $0.2 million is non-interest bearing. ' -

The senior secured credit facilities, senior notes, and sénior subordinated notes contain a number of
covenants that, among other things, restrict, subject to certain exceptions, our ability to sell assets;
incur additional indebtedness or issue preferred stock; repay other indebtedness; pay dividends or
repurchase stock; create liens on assets; make investments, loans or advances; make acquisitions,
mergers or consolidations; enter into sale and leaseback transactions; engage in certain transactions
with affiliates; amend certain material agreements governing our indebtedness; change our business;
and enter into hedging contracts. In addition, we must maintain financial covenants including a
maximum total leverage ratio, minimum Interest coverage ratio, and maximum capital expendithre
limitation. As of December 31, 2006, we were in compliance with all of these covenants.

The following table presents the projected annual maturities of long term debt for years : after 2006:

Year ending December 31 - T '
2007 ...l T ... 8235

2008 .. 56.8
2009 ...t 290 '
2010 ..., IR 911.0
2001 5 SO 928.1
Thereafter.......................i.'.... 1,188.9

$3,137.'3

st

The $75.2 mllhon difference between the total pro;ected annual maturmes ot long -term debt of
$3.137.3 million and the carrying value of $3,062.1 million is mostly attributable to the $77.1 million
difference between the $460.8 million aggregate principal amount at maturity of the senior discount
notes and their accreted value:of :$383.7 million. Partly offsetting that difference is the $1.9 million
unamortized premium attributable to those notes,

[

12. Leases : : ' : Lo .

We lease administrative, research, manufacturing, and warehouse facilities and data processing and
other equipment under non-cancelable leases that expire at various dates through 2027. Rent expense
totaled $36.7 million, $39.1 mllllon and $44 6 m11110n for the years ended December 31 2006, 2005 and
2004, respectlvely o .
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12. Leases (continued) . ot o

}
Future minimumrental payments for operating leases related to facilities, with initial or remammg
terms. greater than one year, are as follows: -

L

Year endmg December 31 ) . .

S 2007 Fo o $ 16.5 i
2008 . ..., S 13.3
' 2000 ) T o 12:6 o
co 2010‘}............;-.- ........ e 192 Ty
R O LaL.ov 38T SO
B l-‘ ! ‘Thereafter .......... T . 167.0 S T
S . ' T ot i ] ' R $2'64 3

e

T

13. Sale-Leasechk Transactmn , "‘

In December 20q2 the Predec'esser emered into an agreement whereby it sold and leased back its™ -
corporate. headquarters and research facility in Naperville, IL. As a result of the sale, the Predecessor
received proceecls of $144.8 mllhon net of $5.2 million of traiisaction costs. The related léase was fot'”
an initial term of 25 years, and requrred the Predeeessor to make total minimum payments of

$264.2 million over the initial lease term. The lease agreement provided for two fixed rate renewal

periods of 5 years each and two fair value renewal penods of 5 years each

)

The Predecessor’s payment oblhgatrons .along with certain other items under the lease agreement
were fully guaranteed by SuezI Because, of the guarantee, the Predecessor was precluded from
accounting for this transaction as a sale and leaseback of the property and instead accounted for it as
a financing, with an effective mterest rate of 5.5%. The Predecessor prowded a cross guaramee to

Suez of any payments made by Suez under its guarantee.

Under the tetms of an agreerAent executed November 4, 2003 between .Leo Holding Company (Leo) '
a sub51d1ary of Suez, and us, wé assigned- our nghts and obligations under the lease agreement to, Leo.
Slmultaneously, Suez was releiased from its guarantee and we entered into an agreement with’ Leo
whereby we sublease our corporate headquarters and research facility from Leo. The terms of the,
sublease agreement are generally identical to those of the lease agreement that was a551gned to Leo.
As a result of these transacttons the.leased property, the remaining obligation under the lease
assrgned to Leo, tand the related deferred income taxes were removed from our balance sheet as part
of the allocatmn of the Acquréltron purchase price. We account for. the sublease as an operatmg lease.

On November 4} 2003, we entéred into a Reimbursemént Agreement with Suez whereby Suez'shall

reimburse us for all contributions we make to the Profit Sharing, Investment and Pay Deferral Plan-

Trust (see Note 8). Under the terms of the sublease agreement, if Suez fails to pay any of the” ™ "
payments requiired to be made under the Reimbursement Agreement, we shail have the right to set a
off such overdue amounts agamst the rent due under the sublease agreement.

14. Péhsibn and Other Postretirement Benefit Plans

We have several noncontnbutory, defined benefit pension plans covering most employees in the'U.S.
and those with certain forergn subsidiaries. The principal domestic plan represents approximately 55% -

- of the benefit obligation and 52% of the total fair value of plan assets at December 31, 2006. We also

provide ‘a supplementary, nonquahﬁed unfunded plan for U.S. employees whose pension benefits
exceed ERISA limitations. InR addition, we have defined benefit postretirement plans that provide
medical, dental, and life i insurance benefits for substantially all U.S. retirees and eligible dependents.
We retain-the right to change or terminate these benefits.

At the end of 2002, the domelstlc pension plan was amended such that begmrung January 2003
pension benefits no longer accrue for those participants in the pension plan hired-or rehired after

-
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14. Pension and Other Postretirement Benefit Plans'(continued) . : P A )

October- 1999 and for those participants hired'before November 1999, but .with less than five; -years of ‘
vesting service at the end of 2002. However, these participants will continue to earn vesting service..+ -
For those participants hired before November 1999 and with more than five years of vesting service,

" the pension plan was amended to reduce future beneﬁt accruals and to mcrease the reduction factors
for early retirement.

Also during 2002, eligibility for participation in the defined benefit postretirement medical and dental -
plans was changed from age 55 with at least ten years of service to age 55 with at least ten years of
service after age 45. Also, employees with less than five years of service at-the end of-2003 will only :
be provided access to coverage at retlrement we will not contribute to the cost of the coverage. The
plans were also amended such that retirees and their dependents are required to pay 50% of plan -~

costs in 2005 and beyond.

Beginning in 2005, a November 30 measurement date was used for the defined beneﬁt plans for
pension and other postretirement benefits. A December 31 measurement date had been used in prior
years. SR A Co RS B
On December 31 2006, we adopted the recognltlon and dlsclosure provaslons of SFAS No 158, Wthh
required-us to recognize the funded status of our pension and other postretirement beneﬁt plans in
our consohdated balance sheet at December 31, 2006, with a correspondmg adjustment to c
accumulated other comprehensive income, net of income taxes. The ad]ustment to accurnuiated other
comprehensive income at adoption represents the net unrecogmzed prior service Sosts and credits and
the net unrecognized actuarial gains and losses which were previously netted against the'funded status
of the plans in our consolidated balance sheét pursuant to the provisions of SFAS-No.'87 and SFAS - .
No. 106. These amounts will be subsequently recognized in net pension and other postretirement
benefit expense in accordance with our historical accounting pelicy for amortizing such amounts. -~ . - ;
Additionally, prior service costs and credits and actuarial gains’and losses that arise in subsequent :
periods and that are not recognized as net pension and other postretlremet}t benefit expense in the ‘
same penods will be recognized as a component of other comprehensive income, Those amounts will
be subsequently recognized as a component of net pension and other, postretlrement beneﬁt expense |,
on the same basis as the amounts recogmzed in accumu]ated other comprehenswe income at adopnon
of SFAS No. 158.

' ) . . s Lo

The incremental effects of adopting the provisions of SFAS No. 158 on our consolidated balance sheet
at December 31, 2006 are presented in the following table. The adoption of SFAS No. 158 had no
effect on our consolidated statement of operations for the year ended December 31, 2006, or for’ any
prior period presented, and it will not affect our operating results in future periods. Had we not been
required to adopt SFAS No. 158 at December 31, 2006, we would have recognized an additional -
minimum liability ,pursuant to the provisions of SFAS No. 87. The effect of recognizing the additional
minimum liability is included in the table below in the column-labeled “Prior to Adoptmg SFAS
No. 158.” ‘ , C o e - e

Prior to Effect of As Reported at

Adopting SFAS ~ Adopting SFAS | December 31,
: No. 158 - " No.158 =~ T 2006

Other intangible assets, net............ TN v -.-$1,170.0 $ (05) - . -$1,169.5 .
Other noncurrent assets. .. ... e e <. 17420 22y « .o 0 1720:
Accrued compensation. . ......... .0 00 e, 104.6 v 42 e . v 108.8 1
Deferred income taxes........ . S 3199 - 56) ! 31437
Accrued pension benefits. .. .w .3 .. 0 L 4085 - 222 7 T 4307
Other liabilities . ......... PR B ML J B AEERRRI ¢ W) C 2500
Accumulated other comprehensive income . .. .. LT - 1666 (1.8) ~  164.8

4 ' fr . . 1
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14. Pension and Other Postretirement Benefit Plans (continued) KR

The following tables detail the changes in the funded status of defined benefit pensron and other

postrétirement beneﬁt plans:
i

. . - l PRI . "

Change in benefit obligation

Benefit obligation at begmnmg ofyear............4 e
Service COSt. ... R
Interest cost ............... ' ............ S
Participant contributions . .. o S .
Plan amendments. .......... e, S
Settlements and curtailments.............. e e P
Actuarial losS ... oo e
Benefits paid. . ..ol
Other . ..ovvet il
Foreign currency exchange rate changes........... e et
Benefit obligation atendofyear .............. e T
Change in plan assets - o
Fair value of plan assets at beginning of year ............... S .
Actual return on plan assets |- ... .............. PP AOUORE
Employer contributions . ... .|. e eeireaeeeaiareaa ey i
Participant contributions ....[ ... .. cohii il e
Settlements........
Benefits paid. . ... oovoeer e .
110 11473 o N S O A
Forelgn currency exchange rate changes.................oie PR
Fair value of plan assets Aatend of year. .. . ‘ e '
Funded status at measurement date......... IR [P
Employer contrrbuuons subsequent to measurement date.................
Funded status at December 31 ........... SUUDR e -

oA N oy N ' :
{ . .
- | : PR
e ) :
1, B
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Pension Benefits

2006 . _ 2005

$793.1 - $7757
295 - 282

427 402
15 - 14
— 0.4
(1.5) A
133 127
(56.9) - (35.7)
19 9.4

28 ,. (392

o 8664 . 17931

\ RN

3589" 7 3540
340 . .- 257
708 . 300
.15, .. 14

L as - =
(56.9) (35.7)
22 - .. 32

31t T (9T)
4322 358.9

(434.2) (434.2)
16+ -+ .09

" $(432.6)" $(433.3)
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14. Pension and Other Postretirement- Benefit Pliifl’s"(continile’d)-é A Com e Y
o d Tty o U S .. Other Postretirement Benefits
2006 - .. . 2005
Change in benefit obligation
Benefit obhgatlon at beginning of year............. e §161.8 . $ 1656
Service cost................. e e X o e 5.5
INLErest COSE . ...t % euunrenesiaannn, e IOV N I
Participant contributions . ..., e e e e . 59 . 57
Medicare subsidy............ S SN SN R e 0.4 e
Plan amendments. . ....... e ST [ --(33)., .. 22
Actuarial (gain) 1oss . ................. (4.9) . RECAOE
- Other....... Tl e Y o 19 e —
“Benefitspaid. . ........ ... oL e e e L. _(116) ., (119
Beénefit obligation at end of year ...... T e 1638 v v 1618
Change in plan ‘assets Coe e : - . cee e e
‘Fair 'value of plan assets at beginning of year ............ SURRC IS O TP S A
Employer contributions ............ ... S e Vool tas 5T a0t 62
Partlclpantconmbutlons.....................................' ........ 7359“‘%..‘ 57"
Benefits paid................. S S [T RS € § ) P ___(L)
Fair value of plan assets at end of year P e Lo
" Funded status 4t measurement date... ..o leoui.. .. SEPNEERR (163 8) (161 8)
Employer contributions subsequent to measurement date. ... ..... . e L 0.6 e T P07
Funded status at December 31" ......0c.... 0ot e sl 81832y .$(161.1)
lArjr}qunts‘ recognized in the balance sheets consist of: ‘ PR . "; s )
T . "’L B .Pension Benefits _ Other Postretirement Beneﬁts
T - - - : . ; 4 December 31, December 31, December 31, Decémber’ 31,
C o o N 2006 2005 .. .. 2006 .. . . 2005, -
Otherassets ........ccooiiieeeeiinnneaanaies 8,085 0 §-0.20 o0 § = o §oui=
Accrued compensation .. ...... e e 24 — ., (7.8) ... . (6.0).
Accrued pensmn/postretnremcnt benefits ....... (430.7) (416 4) 4 (155.4) (170.8)
Intangible assets. . .......... ... oL - — 0.5 — - —
Accumulated other comprehenswe income ..... — 2.6 —_ —
Net amount recognized. ... .. e $(432.6) $(411.3) $(163.2) $(176.8)

The funded-status of defined benefit pension and other postretirement plans‘ at December 31, 2005, is
reconciled to the net amounts recognized in the balance sheet as follows:

Other
Pension Postretirement
‘ : ] Benefits Benefits
Funded status at December 31, 2005. . . ... ... eveiiiiirnenninnnnns. $(4333)  $(161.1)
Unrecognized net actuarial (gains) losses............ e 20.6 (0.8)
Unrecognized prior service costs (credits) ..o, 1.4 (14.9)
Net amount recognized at December 31, 2005. . . .. R . $(411.3) $(176.8)
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14. Pension and Other Postretirement Benefit Plans (continued)

The following amounts that have not yet been recognized in net pension expense and net other
postretirement benefit expense are included in accumulated other comprehensive income at
December 31, 2006: :

Net Prior
' Service Cost  Net Actuarial
{Credit) Loss {Gain)
Pension beneﬁts .................... e $ 1.3 $27.4
Other postretirement benefits .. .......... ..o S (14.4) (5.4)

The accumulated benefit obligation for all defined benefit pension plans was $723.7 million and
$656.7 million at November 30, 2006 and 2005, respectively.

The projected beneﬁt obligation, accumulated benefit obligation, and fair value of plan assets for all
defined benefit pension plans with projected benefit obligations in excess of plan assets were as
follows:

Projected benefit obligation . Lo e e e $854.0 $781.9
Accumulated benefit obligation. . ....... ..o o i i ' 716.2 649.9
Fair value of pla{n ASSELS + v v s b e 419.2 347.3

The projected beneﬁt obligation, accumulated benefit obligation, and fair value of plan assets for all
defined benefit pension planslwnh accumulated benefit obligations in excess of plan assets Were as
follows:

2006 2005
Projected benefit obligation R R AR $851.4 $778.9
Accumulated benefit obligation. .. ........ ... i 7143 648.1
Fair value of plan assets . ...L ... oo _ 4171 '345.0

Net pension expense for all defined benefit pension plans was comprised of:
. Year ended December 31

2006 2005 _2004_
Service cost .. .ot e e e $29.5 $282 $272
TILEIESL COSE -+ v+ e e enee e et et 27 . 402 .39.4
Expected return on plan ASSELS + o+ o e e : (29.6) (25.1) (26.9)
Amortization of prior service cost........... .. ... 0.1 0.1 —_
Amortization of net actuarial loss................ ... ... 0.5 — —
Settlements and curtailmentsl‘ .................. PP 1.7 . 0.5 0.1
Net benefit expense ................................... 5449 $ 439 $ 39.8

li
|
|

Net other-postr!etirement benefit expense was comprised of:

Year ended December 31

| , ) _2006 2005 2004
Service cost .............. L e - $56 $55 $ 62
Interest cost.............. T PIET 8.2 8.7 9.3
Amortization of prior service credit ... T (40) (4.0) (1.8)
Amortization of net actuarial gain,........ e e _}gg) = o
Net benefit expense ....... ... ..ooonan.. U e 9.5 $10.2 - - $13.7




14. Pension and Other Postretirement Benefit Plans'(continued) : « - = . . 1"

The following amounts included in accumulated other comprehensive income at December 31, 2006
are expected to be recognized in net pension expense and net other postretirement benefit expense
during the year ended Decémber 31, 2007:

Net Prior
Service Cost  Net Actuarial
. {Credit) Loss {Gain)
Net PENSION EXPEMSE - .« v vt eveeerat et vteeaeararananenan, IR 2§01 . - $05
Net other postretirement beneﬁt EXPENSE. . ..ttt - (44) —

The weighted-average assumptions used for.the U.S. defined. beneﬁt plans as of the measurement date
for each of the last two years were as follows: i IR y

Pension Benefits Other Postretirement Benefits

. t ' 2006 2005 - 2006 2005
Discount rates ........ e PR .. 565%  5.75% 565% - 575%
Rates of increase in compensation levels ....... 3.94% 3.94% . 3.87% 3.87%

The weighted-average assumptions used for the foreign defined benefit pension plans as of the
measurement date for each of the last two years were as follows

_ 2006 2005
Discountrates. ... P 4.78% 4.76%
Rates of increase in compensation levels. . ..o ... o oL . ' 3.58% 3.36%

The weighted-average assumptions used to determine net pension and other postretirement benefit
expense for the U.S. defined benefit plans were as follows:

Year ended December 31

_ 2006 2005 2004
DISCOUNE FALES. . . ..o vet et ettt et e e e vt 575%  575%  6.00%
Rates of increase in compensation levels: ' ' '
Pension benefits . . ....... el e e oveeian e 3.94% 3.94% 4.19%
Other postretirement benefits ............. ... .. iiiiiiiiann. 3.87% 3.87% 4.12%
Expected long-term return on plan assets. . ..................... o 8.50% 8.50% 8.50%

The weighted-average assumptions used to determine net pension expense for the foreign defined
benefit pension plans were as follows: :

Year ended December 31

2006 2005 2004
Discount rates. ..ol [ 480% = 517% 5.42%
Rates of increase in compensation levels.................. P 3.40% 3.36% 335%
Expected long-term return on plan assets. .. .......ooooiooiin.... 6.48% 6.74% 8.15%

The assets in the principal domestic pension plan are invested to obtain a reasonable long-term rate of
return at an acceptable level of investment risk. Risk tolerance is established through careful
consideration of plan liabilities, plan funded status, and corporate financial condition. Investment risk
is measured and monitored on an ongoing basis through periodic investment portfolio reviews, liability
measurements and asset/habnhty studies. A similar approach to assessing investment risk and obtaining
reasonable investment returns is employed for the foreign pension plans.

The assets in the principal domestic pension plan are diversified across’equity, fixed income and
alternative investments such as hedge funds and private equity. The investment portfolic has target
allocations of approximately 53% equity, 32% fixed income and 15% alternative investments. Other
assets such as real estate may be used judiciously to enhance portfolio returns and diversification. The
foreign pension plans have comparable asset allocation to the principal domestic plan, with some
variances for local practices. '
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14. Pension and Other Postreiti.rement Benefit Plans (cont_inue‘d).'

The expected long-term rate of return is established using historical market data for each asset class as
well as the target, allocation. Hlistorical markets are analyzed and: long-term hjstorical relationships
between equity and fixed incorpé investments are preserved consistent with the widely accépted capital
market principle that assets with higher volatility will generate a greater return ovei'the long run.
Active management is-employed in most asset classes, which also contributes to'the-return”
assumption. The total weighted-average return-on each asset class supports the long-term expected
rate of return assumption. ' AR : . S '

.

The percentages :of each ma_jpl“ class of plan assets held by the principal domestic defined benefit
pension plan as of the measurement date for each of the last twd years and target allocations were as
follows: ' ' e o . ‘ R

P 1 oot - . : - e
‘ . 1. . ; ~ '_ T _Actual Targit Allocations
S e, L B BB 2006 s

Equity securities . .. . .. FUUUIS SO il 6l1% T 676%  530%  643%

Fixed income securities .. ...; .. ....... LD s, L 320 35.7

Alterqative ii}veétmqn}s. .. ‘,| e e - . 59 — 15.0 —

Cash .. 2o, ,F oee e e e e qesiee .18 07 = e

R P el e e 100.0% » .100.0% 100.0%:  100.0%
PO B e eriy i . i - LT -

The, assumed health care, cost|trend rates used as of the measurement date for each of the.last two

years were as follows: . .

Health care cost trend rate assumed for next year . - ‘
LPre-age 65. .. e e e - 10% 10%
“Post-age 65°........ .. [P A e e e ee s e e 11% - 10%

Ultimate trend rate . | . : § < S : Lo ‘

Pre-age.65. ... ooivevfenenrononanen, T R I Lt 6% - 5%
Post-age 65..¢ ... .o b e s L 1% 5%
Year that the rate reaches the ultimate trend TALE ..t . 2011 . 2011

ey e | T S W T L £ LA VI TNRAT AN - . :
A ong-percéntage-point change in assumed health' care cost ;r'e_nd_ratgs would have the following

r
[ L LAY

effects; "’ T o l . , S P
. .",vl i ) . '«.!, D . - . - ' .Oue:Percent_a&e-Poim
: . N e . T T R "y Increase Decrease
Effect ¢n total of service and[in;erest-cost COMPONENtS. .« ..vvvypnrnnrens o $0.6 $(0.6)
‘Effect on postretirement benefit obligation ...............oooviiinnn ., 54 0 . (52

. ] t
We expect to contribute $69.7 million to our pension plans and $8.1 million to our other defined
postretirement benefit plans in 2007. '
., .

[ v - . . B

The fotlowing estimated futu re benefit payments are é)gpected to be paid in the years indicated:
’ . Other Postretitement Benefits

o Pension . Medicare

Year . Benefits Gross Subsidy Net

2007 ..o U U . $434 | $87 $0.6 $ 8.1
2008 ......... R A e P . 42.6 94 07 87

2009 ......... TR e Lo a0z 9.9 08 91

2010 ... S DD . 437 10.5 10 - 95

2011 ... PO S . 467 109 1.0 9.9

201222016 ... 0ol PR v, T dgeet 600 0 Co72 528
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15. Equity Compensation Plans

In December 2004, the FASB issued SFAS'N&. 123(R), Skilfe*Based Payment, which révises SFAS

No. 123, Accounting for Stock-Based Compensation, and supersedes Accounting Principles Board -
Opinion (APB) No. 25, Accounting for Stock -Issued to, Employees.-SFAS No. 123(R) requires all
share-based payments to-employees, including grants of employee stock options, to be recognized in
the financial statements based on their fair values. SFAS No..123(R) was effective for public | |
companies at-the beginning of the first interim or annual period beginning after- June 15, 2005. Early o
adoption was encouraged for periods in which.financial-statements had:not- yet been issued. We . '
elected to adopt SFAS No. 123(R) as of October 1, 2004, usmg the modified-prospective transition
method.

The Nalco Holdlng Company 2004 Stock Incentlve Plan (the “Plan”) was adopled 1o aid us in
recruiting and vetaining key employees directors and- consuhants and to motivate them to exert their
best efforts on our behalf. The Plan permits the grant of stock options, stock appreciation rights,

. restncted stock"and other stock-based awards for up to 7.5 million shares of common stock.

Stock opnon awards granted in 2005 and 2006 have a contractual term of ten years, and vest ratably
over four years ‘Option awards granted in 2005 began vesting on the first anniversary of the grant
date, and will continue vesting on the anniversary date in the succeeding three years. Option awards
granted in 2006 began vesting on December 31,2006, and will continue vesting on*Décember 31 of
the following three years. The exeicise.price of option awards is equal to the market price of Nalco
Holding Company common'stock on.the date the awards are approved by our Board of Directors.
The related grant date is determined pursuant to the provisions of SFAS No. 123(R).

The fair value:of option awards was estimated using the Black-Scholes optlon pricing modei.and the-
followmg assumptions: ‘ ST

R .- 2006 2005
Expected life (years). ..o TomLsLnidn et e, 0 6250 0 625
Risk-free interest rate.... . .. .. T S S .. A96%  3.88%
Expected volatility ...........c..oitvii i i e s e e s eeeaee . 3415%  30.30%
Expected dividend yield. ........ ... oo 0.73% 0.50%

Because Nalco Holding Company has been a public company only since November 2004, there is
limited historical data on the volatility of its common stock. As a result, the expected volatxllty of the
2005 option awards was estimated based on the average volatilify ‘of the' common stock of a“peer

group of companies. The expected Yolatlhty of ;t‘he 2906 optlon awards was estimated using an implied
volatility from traded’ optlons on Nalcd Holdmg Company’ ‘common stock. Since historical information
concerning option exercise behavior by our employees is non-existent and such information is not ‘
readily available from a peer group of companies, the expected life was estimated using the

“sxmphﬁed method” permitted by Staff Accounting Bulletin No. 107 issued by the SEC.

The followmg table summarizes the status of opt1on awards as of December 31, 2006 and changes '
during the year then ended: : ey e

i g AR AL s b L et - Weighted- .,
. ' . Average
Weighted- -~ ' * Remaining ' Aggregate
~.Number of Average Contractual Intrinsic
T A T AT T, T Ib Y Shares: ... Exercise Price Term - Value
Outstandmg at.January-1,2006................ 76,260 $17.25
Granted. ... .. vobmi . S, E 151,923 C17.80
Exercised. . .. d' e S ’ ...... - ” . — —
Forfeited ..... % ... ....0...1...... sl — —
Outstanding at Deeember 31,2006 .. ... r el 228183 - 17.62 9.1 years $0.6
[ ) S ) = i . p—— _
Exercisable at December 31, 2006........ : .\*;. . 57,046 17.62 9.1 years ;$0_2

The weighted- average grant- date fair value of opuons granted during 2006 and 2005 was $6.48 and
$6.22, respectively. No OptIOH ‘awards were granted in 2004.
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15. Equity Corﬁpensation Plans (continned) P LN LE A T "y DAL AU o

_ Restricted stock .awards are -granted to non-management directors' and certain key employees. Awards
granted to non-management ,c}irectors;vest-,approximately.two years; after the grant date. Awards
granted to key employees vest ratably over a period of three to four.years following the grant.date:. .
The fair value of restricted stock awards is determined based on the r;narket'pr‘ice of Nalco Holding
Company common stock ‘on*the 'date-of-grant. The Weighted-average ‘grant-date fair value ‘'of restricted
stock awards granted du'riﬁé, 2006 #nd'2005 wis $17:83-and $19.18; respectively: No restricted stock -
awards were granted in' 20041 - o 2 InbEead R R A
The following table summarizes the Status of Testricted stock awards as of Décembér 31, 3006, and o

* changes during the year then ended: SRR A meR e '

Vv, o L e s e sl T s it Weighted-

. come L LA Cmbe s s s Ao L s an e e Average

! . ' - ) SORNERL o Fa - Number, of Grant-Date

: \ RERE I O . b oLale Y odtet - ¢ *r - Shares’ - . Fair Value
Restricted stock|awards at January 1, 2006 .4 o7 '“’"ﬁ' S T 16,0000 0 "$19.07'

- ) P . P rhYY AL LA A R PR PP A L e o g

Granted. ... ... Lo l} fr“‘ ......... Lot e8gasY 1783
L, . - N N oy .. :.,“',r i :‘ll ,,),_h:. 1 ‘!;ll G ._'1-"1‘ ‘.'4 A R - ! f i " .. O

ted .. ...... UL S L A TR 6,645 18.81:

Ves ) N R IR B I LA I L AR T BT R —(,—’—6—)d’ i

Restricted stock awards at December.31, 2006 ;iii - oy; faisgs i e 5 0wl 3 .77998:,,,... 18.00

p Rl

S O S RLTEE I ACI X L Y-S guppsv ot L (5700t iuna g
We recognize compensation expense related to option and restricted stock awards ona straight-line
basis over the vesting periods. As of December 31, 2006, there was $1:8 million of total unrecognized
compensation cost related fononvested option .and restricted stock-awards: We' expectito recognize *
that cost.over.a weighted-average .period.of 2.4 years. The-fair.value of restricted stock' awards that

vested during 2006 was $0.1 million:iNo restricted stock awards.vested in,2005, and no.optiofi awards~

1{'

vested or were éxercised in2005. .§ wites Bt 3oy L 0T Depons e L0 sl B el anTa

o D LY TR L S P iRt L Fh g g b e, . \“- 4 N [T Lot "l
Performance share awards provide'for‘the'issiance of comnion stock to certain key-employees if
; ) Y AT

. e D N LA T L, ., T e T VRS s A TN L S .
specified performance taigéts are achieved. The' number 'of ¢ommon shares that will be issued is
. ' S LN w ate ] T I s L L ey TR L
dependent upon vesting'and actual perforfnancg of the Company relative' to certain financial’ targets
a i . ! - sl Lir SO e AT T o S F . . s s
approved by our Board'of Directors, and could' fangé from 0%'161509% of thé performanice shares ™
granted. The performance sh?res vest over periods ranging from six to thirty months following the '
-grant date. The fair value of performance share grants. is determined based on the market price of |
Nalco Holding Company cg_xjfmllqn stock on,the date of grant, and the amount.of compensation,

; - il . B PP W} PR PUSR S
‘expense recognized reflects e}stm?ategpfor‘f .}tdlllirgz_‘rqt'esjarﬁ_:l management’s;assessment of the probability
that performance goals will be achieved. We recognize, compensation expense related to performance

e oy ! v PR
share grants.ratlzibly over, the; vesting periods. .. ne Lo e, SRR N .

The following table summariges the status of performance share awards ‘as of December 31, 2006, and
changes during the year then ended:

. p ' R -ITJ.:.'EI.";”‘Q-»‘.' _‘ﬁ Bl Tnzh—;_ ' .,.u‘“' . a N ‘-;;N.. Wéig]ﬂedi
b Y t R R L I 0 BRPSal S DAL TG Y A e R FE . si e Average

o G e e 2L b ' Gg nnlaes 40« Number of Grant-Date

' 7 Shares .. Fair Ya]ue
Performance share awards at January 1,2006 .. ..........cooiiiinnns. — $ —
Granted...... S B e e e e 334,760 16.86
VBT - e e N e, . (20,051) 16.86
Forfeited .....0.......... B R SRSt R IIELLLLEEEEEPRRRRELE (124,114) 16.86
. Performance sﬁgre awards at December 31, 2006....... e 190,595 16.86

)

- t
There was $2.6;million of to'tal unrecognized compensation cost related to performance share awards
as of Decembef‘ 31, 2006, wl}ich we expect to recognize over a weighted-average period of 1.7 years.
The fair value of pérformancl:e share awards that vested during 2006 was $0.4 million.

During 2004, Nalco LLC, wholly owned by the Sponsors and our direct parent company at the time,
established the;Nalco LLC 2004 Unit Plan (the “Unit Plan”) for purposes of (i) attracting and

‘ 1 AN
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15, Equity Compensation Plans (continued) [T

retaining exceptional officers and other key employees, non-employee directors and consultants and
(ii) enabling such individuals to acquire an equity interest in Nalco LLC and to participate in 1ts and
our long-term growth and financial success. . o

During 2004, Nalco LLC granted certain‘ of our officers and key employees rights to purchase a.: ,
designated number of one or more classes of equity interests (“Units”) in Nalco LLC. Those officers
and key employees who elected to purchase such Units did so at the Units’ fair value, discounted for
any vesting provisions, as determined by a valuation consultam since Nalco LLC is a private company
and there is no public market for its shares.

The Units subject to the Unit Plan include class A, class B, class C, and class D Units. The class A
Units were fully vested at the time of purchase by an employee and have economic characteristics that
are similar to those of shares of common stock in a private corporation. The class B, class C, and class
D Units are subject to vesting provisions, meaning that in order for such Units to be entitled to .
distributions or other benefits, an employee will have to continue to provide services for a certain
period of time. The Units also become fully vested 18 months after a change in control of the -
Company, subject to certain other conditions. The Unit Plan was modified in 2006 to reduce the
vesting period for class C and class D Units and to eliminate provisions that accelerated the vesting of
those Units if specified EBITDA performance largets were achieved. The modlﬁcanons d1d not result
in incremental compensation expense ' o

POV

‘The miethods employed to value the class A Umts were. the guideline public company method usxng
muttiples of EBITDA and sales, and the income approach, using the discounted free cash'flow
method. The class B, class C, and class D Units are essentially structured as options and were valued
using the Black-Scholes option pricing model. The expected option life, risk-free interest rate,
expected annual volatility, and dividend yield used to calculate the fair value of the Units was 6.0
years, 3.15%, 19.6%, and 0.0%, respectwely The expected annual volatility was estimated using a
group of guideline public companies as a proxy, since the Umts are not, publicly traded. A minority
interest discount and various marketability dlscounts also affected the falrfvalue of the class B, class G,
and class D Units.

Though Nalco LLC estabhshed the Unit Plan, we account’ ‘for the Unit Plan since its economic '
substance is substantially the same for our employees and'us. As of December 31, 2006, there was
$0.2 mllllOl’l of total unrecognized compensation cost relatéd to the Unit Plan, which we expect'to
recoghize over a weighted-average period of 2.0 yéars. 'As a result of the purchase of Units under the’
Unit Plan by key officers and employees, we recewed an additional contribution of capital of - '
$8.1 million from Nalco LLC in 2004. -~ ... »

Compensation cost charged to earnings for all equity compensation plans was $1.8 million, $0.3 miilion
and $0.1 million-for 2006, 2005 and 2004, respectively. The total income tax benefit recognized in the
statement of operatlons was $0.7 million, $0.1 million and $0.1 million for 2006, 2005 and 2004,
respectively. oot ,

)
[ - Lo T T
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16. Shareholders’ Equity !

Shareholders’ equity consists of the following:

e . December 31, December 31,
ch a6 2008

P

Preferred stock, par value $0.01 per share; authorized 100,000,000 shares; -
none issued. ... .... '!....‘i...' ........ e R e e e e, 8 — $ —

Common stock, par value $O.pl per’share; authorized 500,000,000 shares; -
143,055,013 sharés and 142:737,451 shares issued and-outstanding at - :

December 31, 2006 and December 31, 2005, respectively ............ ... 14 14
Additional paid-in capital... . .......0...... .. e e, TH09 7391
Accumulated deficit. . ... ... PP (16.2) (115.1)
Accumulated other comprehénsive income: . ' ‘ . N a . . '

Minithum pension liability adjustment. ... .. ... .. LT = (1.8)

Net prior service credit. ..} .... B . SR 8.6 —

Net actuarial loss........ R P ISR SO w0 (114) —

Derivatives . :...... SRR REREEE ';-'\.'-*' ceeaees et (1.3) _ —

Currency translation adjustments.......... e EERERS P - 81.9

S ' 164.8 80.1

[l

$890.9 $ 705.5

Our capital structure at January 1, 2004 consisted of one class of limited liability company interests
represented by Units, which 'were identical with each other in every respect. There were

100,186.7 million Units issued and outstanding, all of which were owned by the Sponsors and Dr.
William H. Joyce, our Chairman and Chief Executive Officer. Through a series of transactions, the
Company was converted into a corporation on June 17, 2004, with 100 shares issued and outstanding.

In January 2004, we used the net proceeds from' the'senior discount riotes due 2014 issued by Nalco
Holding Comp'rimy’s subsidia{ies, Naled Finance Holdings LLC and Nalco Finance Holdings Inc., to
make a return of ‘capital distribution of $446.9 million. * ' ‘

We received additional capital contributions’of $9.3 million from ‘our direct parent company at the
time, Nalco LLC, during 2004. This résuited from additional capital contributions received by Nalco
LLC, comprised of an additional equity investment of $1.2 million by Dr. Joyce and $8.1 million in
proceeds fromithe sale of equity interests to certain officers and key employees under the Nalco LLC
Unit Plan. - ST e R

Y e L .y - , v - CL
On November-16,.2004, Nalco Holding Company.completed an initial public offering of 51,111,111
shares of its common stock, [including 6,666,667 shares sold pursuant to an underwriters’ option to
purchase additional shares, at a price of $15.00 per share. Net proceeds from the offering, after
deducting undérwriting discci)ums and offFﬁng expenses, were $720.5 million. :

Approximately $544.6 mil[i&n of the net proceeds was used to pay a dividend that was declared
immediately prior to the corllsummation" of the offering to, Nalco LLC, the sole stockholder of Nalco
Holding Company on the refcord date of the dividend. The remaining $175.9 million of the net
proceeds was used toward the redemption of a portion of the senior discount notes due 2014,
including the payment of the applicable redemption premium.

In addition to the cash dividend paid from the net proceeds from the offering of shares of its common
stock, Nalco Holding Comp'any issued another dividend to Nalco LLC immediately prior to the

consummation of the offerirllg. The dividend consisted of 90,552,158 shares of Nalco Holding Company
common stock and a warrant to purchase, for $0.01 per share, up to 6,191,854 shares of Nalco Holding
Company common stock. ' ' '

The warrant enables Nalco ILLC to deliver shares to members of our management who have the right
to put, or sell,:their vested Flass B, class C and class D Units to Nalco LLC. Subject to limited
exceptions, the warrant becomes exercisable upon the occurrence of the same specified events
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16. Shareholders’ Equity (continued)

applicable 10 the vesting of the Nalco LLC class B Units, class C Units and class D Units (except that
there is no service requirement comparable to that applicable to the individual holders of the class B,
class C and class D Units). The warrant terminates and becomes void as of the date it becomes
exercised in full. Nalco LLC exercised warrants to acquire 310,917 and 1,074,082 shares of Nalco
Holding Company common stock during 2006 and 2005, respectively. At December 31, 2006, up to
4,806,855 shares of Naico Holding Company common stock could be purchased by Nalco LLC under
the warrant.

17. Financial Instruments and Risk Management

We use derivative instruments to manage well-defined foreign exchange and energy cost exposures.
All derivative instruments are recognized in the consolidated balance sheets at fair value. Changes in
the fair value of derivatives that are not hedges are recognized in income as they occur. If the
derivative instruments are designated as hedges, depending on their nature, the effective portions of
changes in their fair values are either offset-in income against the changes in the fair values of the
items being hedged, or reflected initially as a separate component of shareholders’ equity and
subsequently recognized in income- when the hedged items are recognized in income. The ineffective
portions of changes in the fair values of derivative instruments designated as hedges are immediately
recognized in income. Derivative instruments are not held or issued for trading or speculative
purposes.

We are exposed 1o credit-related losses in'the event of nonperformance by counterparties to derivative
financial instruments, but we do not expect any counterparties to fail to meet their obllgatlons given
their high credit ratings.

Foreign Exchange Risk Management

We have used various types of forelgn exchange contracts, including currency swaps and forward
exchange contracts, to manage foreign exchange risk. In addition, we use certain foreign currency debt
as a hedge of the foreign currency exposure of a portion of our net investment in foreign operations.

Upon issuance, we designated the €200.0 million senior notes, the €200.0 million senior subordinated
notes, and the €88.0 million term loan as a hedge of our net investment in subsu;hary companies
whose assets, liabilities, and operations are measured using the euro as their functional currency.
Because of the high degree of effectiveness between the hedging instruments and the exposure being
hedged, fluctuations in the value of the euro-denominated debt duc to exchange rate changes are
offset by changes in the net investment. Accordingly, changes in the value of the euro-denominated
debt are recognized in foreign currency translation adjustment, a component of accumulated other
comprehensive income, to offset changes in the value of our net investment in subsidiary companies
whose financial statements are measured using the euro as their functional currency. -

We formally assesses, on a quarterly basis, whether the euro-denominated debt is effective at
offsetting changes in the value of the underlying exposure. No hedge ineffectiveness was recorded in
income during 2006, 2005 and 2004. Gains and losses from the' net investment hedge reported as a
component of other comprehenswe income in the foreign currency translation adjustment account
were as follows:

Year ended December 31 -

2006 2005 2004
Gain (loss) before tax. . ... i .. $(63.3) 3853 $(44.7)
Income tax (benefit) ............ e PO e {24.1) 319 {16.5)
Net gain (IOSS) ..ot o v e i e . $(39.2) 3534 $(28.2)

Certain of our forward exchange contracts at December. 31, 2006 were designated as cash flow hedges
.of the variability of the cash flows from forecasted 2007 royalty payments due to changes in foreign
exchange rates.
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17. Financial Instruments and Risk Management (continued) ' - : ' - .
'Y ' ! . T A, .

The-fair value of all forward exchange contracts was a n¢t asset of $0.4 million at December 31, 2006,
and a net liability of $0.1 million-at December 31, 2005. We expect to reclassify $0.3 million of pretax
gains on cash flow hedges of z;nticipated foreign currency transactions from accumulated, other - "

comprehensive iitcome.to earnings during 2007, when the hedged transaction affects earnings.” ’
"Amounts reclassified from acéumulated other comprehensive income are recorded with.’folrp_ign
currency exchange adjustments in other income (expense). T ¢ Co T

HURD W APERI
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Energy Cost Risk Management

During 2006, we: began eriterilng into derivative instruments such as commodity forward contracts to
manage our expPsure'to ﬂuctiuations in the cost of natural gas used in our business. These instruments
are designated as,cash flow hedges, with changes in their fair values inciuded in other comprehensive 4

¥ [ i X

income to the extent the hedges are effective. Amounts included in other comprehensive income are

reclassified into cost of product sold in the period during which the hedged transaction is recognized

VR .

in earnings. Hedge ineffectiveness was immaterial in 2006. The fair value of these contracts was a net

Jiability of $2.4 million at Dec::embef 31, 2006, and we expect to reclassify $2.4 million of pretax losses
on cash flow hedges of anticipated 2007 natural gas'purchases from accurnutated othet- compreherisive
income to earniings during 2007. ' -

. .
18. Fair Value'of Financial Instruments

SRR SR I
, T P PE L P I B S A
The cdirying values of cash and cash equivalents, trade accounts receivable, accounts payableand .-
short-term’ débt‘approximateltheir fair values at Dlj;(':e_mber 31, 2006 .i?.lr_ld 2]005, bec_al'l’s_eigf F;h,?.-.-.- I
_ short-term ma‘tqrit_ic;f and nature ‘qf tl}es'e ba_lances'. . . ‘jh_‘;, o 0 rai ‘ o

.
* . . .
Sl Ceanthon

. \ N . L ,'
- Long-term.debr. - o ] . o , . Sul e L
The fair value of our senior notes, senior subordinated notes and §enior‘discount notes' was-estimated -
- . * .t v . *
based on their quoted markelt prices. The carrying value of amounts outstanding under our senior
' ; e L age s I U T e e . . RS | LT .
secured credit facilities is considéred to approximate fair value because interest accrues at rates which

_ flictuate with interest rate-trends. The’ cartying value' of-other long-tetm debt outstanding, other ‘than’
the 6.25% fixed'rate unseciired-notes, also-approximates fair value due‘to the variable'nature of their

interest rates. The fair value|of the 6.25% fixed rate unsecured notes was based on the quoted market -
price for simila;r debt instruments. ' o '
The estimated fair.value.of long-téfrm*debt.at December 31, 2006 and 2005 was $3,117.6 million and - :
$3,323.1 millior{, respcctivel)f,"and the.related carrying value was $3,038.6 million and -$3,244.2 million,
respectively. «  © A L O < L T

f + 4 5 _fJ-‘H_-»". - oo, .7 . 3

v
. -

1 ., )
Derivaa'ves [} .- . PR X PR oo .
N S - '." + _"‘ o Vo L e . . . e
The fair val,ues| of dqnyatwe;l financial instruments, as disclosed in Note 17, were estimated based on .
current settlement prices and quoted market prices of comparable contracts and represent their

carrying values.. N N e T 1 S ;
A l L | T . ' ' st . ' .
. 19.: Business Optimization Expenses -~ - vl o ) RS

We continuously redesign a.lt]d optimize our business and work p}ocesses. Business prqceés .
optimization expenses, repr?senting mostly employee severance and related costs, were $9.5 million, -
$25.6 million and $1.7 million.for the years ended December 31, 2006, 2005 and 2004, respectively. -

- rr - 4
el PR [ L ! . . et . , * L

o e

. e
' - + R
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20. Summary of Other Income (Expense)

The components of other income (expense) net in the statements of operations mcludc the following:

Year ended December 31

- : : -t T 2006 2005 - 2004
Loss on early extinguishment of debt......... e e $ — $'— ' $(137)
Franchise taxes......, e e s e - (25) 14y ~  (22)
Equity in earnings of unconsolidated subsidiaries . ................ . 35 1.6 32
Foreign currency exchange adjustments ....................... e (3.6) 5.2 (1.5)
Other income (@XPENse), NeL.:. ...ttt ennas 18y (23) 34

$(44) $31  $(108)

21. Earnings (Loss) Per Share o ‘ o

Basic earnings (loss) per share i$ computed by dividing net earnings (loss) by the weighted-average
number of common shares outstanding during the périod. Dilutéd earnings (loss) per share reflects the
potentlal dilution that could occur if securities or other contracts to issue common stock were
exercised or converted into common stock or resulted in the issuance of common stock

Basic.and diluted earnings (loss) per. share were calculated as follows:

Year ended December 31
2006 2005 2004

(in millions)
Numerator for basic and diluted earmngs (loss) per share: '
Net earnings: (1oss).. . ... 0 i e B e 5989 § 478 B(138.8)
Denominator for basic earr'lings (loss) per share - weighted average = o )
common shares outstanding., . ...........v i i e - 1430 1417 97.7
Effect of dilutive securities: .
Stock purchase warrant .. ... ... ... e 37 49 ]
Denominator for diluted earnings (loss) pershare ............ e 1467 1466 . 97.7

The potential dilutive effect of the stock pﬁrchase warrant for 6,191,854 shares of common stock held .
by our.direct parent company at the time, Nalco LLC, was not included in the computation of diluted-
loss per share for the year ended December 31, 2004 as it would have been anti-dilutive. = .

22. ' Related Party Transactions

On November 4, 2003, we entered into a Monitoring Fee Agreement with affiliates of the Sponsors
for monitoring, advisory and consulting services in relation to our-affairs, including debt and equity
offerings, relationships with bankers and lenders, corporate strategy, acquisitions and dispositions, and
other matters as may be requested. We agreed to pay an annual monitoring fee of at least

$10.0 million for these services. The fee could be increased depending on our earnings. During the
year ended December 31, 2004, we paid $11.2 million for these services. .

!

In connection with the public offering of common stock by Nalco Holding Company in November
2004, the Monitoring Fee Agreement was amended and restated, pursuant to'which we terminatéd the
monitoring services provided by the Sponsors’ affiliates. A termination fee of $35.0 million was paid to
the Sponsors’ affiliates. The amended and restated agreement provides the Sponsors’ affiliates with a
right of first refusal to provide us with financial advisory services in exchange for mutually agreeable
compensation. This right of first refusal terminated on February 15, 2007, when the Sponsors. dIrectly
or indirectly held less than 5% of Nalco Holdmg Company'’s outstanding common stock.

23. Segment l_nformatlon O

We provide integrated water treatment and process improvement services for industrial and -
institutional applications, using technologically advanced solutions, combining chemical products and
equipment, and consistent, reliable on-site service and expertise.
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23, Segment Information (continued), _ : o
. \ . P " ° :

“These.solutions, and services elnable-our‘cdsiomers to improve production yields, lower-manufactﬁring
costs, extend asset lives and rr|1aintain environmental standards at costs that represent a small share of
their- overall production.expense. -

[ .o ) . ) ) . . .
We are organized based on the end markets we serve. The organization is comprised of the following
repoﬁrtable segments: o . A
P . L g

T . f
L

o ‘ L. . S et P
Industrial and Institutional Services — This segment serves the global water treatment and process
chemical needstof thefindustrial, institutional, and municipal markets.

e sy - - . . . R
Energy Services - This segment serves the process chemicals and water treatmént needs of the global

petroleum and petrochemicaljindustries in both upstream and downstream applications.
M o T toar

Paper Services — This seémert'serves the process chemicals and water treatment needs of the global ~

‘pulp,and paper industry. .. ) o _ s

Otﬁér — This segment serves|the alternative channels to market, supply chain activities, and certain
other operating expenses not/allocated to a segment. It also includes 6ur subsidiary in India and the -~
Katayama Nalco joint venture. . . : IR AR S

We evaluate the performance of our segments based on “direct.contribution”, which is defined as net
sales, less cost of products solld (excluding variances to standard costs), selling and service expenses,
mafKeting expenses, research expenses and “capital charges” directly attributable to each 'segment.
Each segment is assessed an Iinternal non-GAAP “capital charge” based on trade accounts receivable,
inventories and}equipment specifically identifiable to the segment. The capital charges included in
each segment’s direct contribution are eliminated to arrive at our consolidated direct contribution.
.There -are no intersegment revenues. Our segment.reporting was changed in'the first quarter of 2006
16 Teflect the aforementioned capital charge in the reported direct contribution of each segment. Prior
year data have been reclassified between segments-to conform to the current year presentation.

‘

. S
' [

'_" N —sl" 1 Mt - P . ’
Net _salés by reportablé segment were as follows:

: o . ) o " “ Year ended December 31
Industrial and Ifstitutional Services.... . ... .. e 0. 81,5931 81,4821 $1,389.1
Enérgy Services 1.0 0L I E . 10522 8997  806.7
Paper Servicests.. b e el 7206 6981 662.9
Other ........ N PP e, 2357 2325 1746
Net sales ... T $3602.6 $3,3124 33,0333
R -

J"- ’ .
. < A * — i i :

97




23. Segment Information (continued) R
The following table presents direct contribution by. reportable segment and reconciles the total
" segment direct contribution 1o earnings.{loss) before income taxes and minority interests: .. "
Year ended December 31
) ‘ ' 2006 2005 2004
Segment diréct contribution: o L _
Industrial and Institutional Services............................. $360.9 §$3225 §$3145
o S 2 1 o I S : 2241 1730 - 1565
Paper Services. . ................... e e . 113.8 118.0 1389
Other ...... e T e e (552)  (65.9) . (76.4)
Capital charge elimination ................................. PR 71 . 791 729
Total segment direct contribution................................. 720.7 626.7 606.4
Expenses not allocated to segments: : o o '
AdmInistrative eXPenseS. .. ... .uut et 2081 T 1762 1907
Amortization of intangible assets ........... e feeieaa . 70.1 . 816 96.3
In-process research and development............ e e - — 1223
Business optimization eXpenses. .. ........couiivneeerrrnanerii.-, 9.5 25.6 . L7
Sponsor monitoring fees. .. ... .. ... i — — 11.2
Sponsor' monitoring agreement‘termination fee......... 0", ... . — — 35.0
Operating eamingé (loss)........ e, . 4330 3433 1492
Other income (expense), net ... ... e R (44) 31 (10.8)
Interest income. . . .. .. e 9.1 84 10.2
Interest expense . . U '. e S (272.0) (2580} (250.8)
Earnings (loss) before income taxes and mmonty interests........... $165.7 $ 968 . $(102.2)

sy . . r . (e . '...' . R

Administrative expenses primarily represent the cost of support functions, mcludmg mformat:on
technology, finance, human resources and legal, as well as expenses for support fac11|tles executwe
management and management incentive plans.

We have a single supply chain organization that serves all the reportable segments. As such, asset and ;
capital expenditure information by reportable segment has not been reported and is not availabie, |
since we do not produce such information internally. In addition, although depreciation expense is a _

component of each reportable segment’s direct contribution, it is not discretely identifiable.

-4
3

Net sales by. geographic region were as follows:

Year ended December 31

2006 2005 L2004
UNIted STAES .« .. vvve ettt et et s $1,6263 $14943  $1,375.8
Ot AINETICAS - o vt vttt e ettt i ae e e et aaie et iaaeaenns 441.8 380.7 326.6
EuropeMiddie East/Africa ......... .. i 1,036.0 9775 979.8
ASIaPaC i . L e e 498.5 459.9 351.1

$3,602.6 $3312.4 $3,0333
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23. Segment Information (continued)

Long-lived assets by geographic region were as follows: g

[ Tt December 31, December 31,

) ' . 2006 2005
United STALES « v oo e e e oo e e e $2,588.8 $2,685.1
Other Americas............ L 396.2 398.9
Europe/Middle East/Africa .. ... ..o 1,133.9 1,062.9
ASIPACIIC . + + o s T 370.2 356.1

$4,489.1 $4,503.0

=

Net sales by geographic area were determined based on origin of sale. Geographic data on long-lived
assets is based on physical locia_tion of those assets. There were no sales from a single foreign country
that were material to our consolidated net sales. ' '

24. Contingencies and Litigation

Various claims, lawsuits and adn{inistra_tive proceedings are pending or threatened against us, arising
from the ordinary course of business with respect to commercial, contract, intellectual property,
product liability, employee, environmental and other matters. Historically, these matters have not had
a material impact on our consolidated financial position. However, we cannot predict the outcome of
any litigation or the potentia]f for future litigation.

We have been named as a potentially responsible party (PRP) by the Environmental Protection
Agency or state enforcement|agencies at three pending waste sites where some financial contribution
is or may be required. These agencics have also identified many other partiés who may be responsible
for clean up costs at these waste disposal sites. We are also remediating a small ground contamination
that we discovered at our pla'nt in Colombia, and we cleaned a raw material spill at our plant near
Botany, Australia. Our ﬁnanc:ial contribution to remediate these sites is not expected to be material. .
There has been no significant financial impact on us up to the present, nor is it anticipated that there
will be in the future, as a result of these matters. We have made and will continue to make provisions
for these costs if our liability|becomes probable and when costs can be reasonably estimated.

Our undiscounted reserves for known environmental clean up costs were $2.3 million at December 31,
2006. These environmental reserves represent our current estimate of our proportional clean-up costs
(and the cost to remediate the Colombia site) and are based upon negotiation and agreement with
enforcement agencies, our previous experience with respect to clean-up activities, a detailed review by
us of known conditions, and information about other PRPs. They are not reduced by any possible
recoveries from insurance companies or other PRPs not specifically identified. Although we cannot
determine whetper or not a énaterial effect on future operations is reasonably likely to occur, given
the evolving nature of environmental regulations, we believe that the recorded reserve levels are
appropriate estimates of the 'potential liability. Although settlement will require future cash outlays, it
is not expected that such outlays will materially impact our liquidity position.

Expenditures for the year ended December 31, 2006, relating to environmental compliance and clean
up activities, were not significant. ‘

We have been named as a defendant in lawsuits based on claimed involvement in the supply of
allegedly defective or hazard|ous materials and the claimed presence of hazardous substances at our
plants. The plaintiffs in these cases seek damages for alleged personal injury or potential injury
resulting from exposure to our products or other chemicals. These matters have had a de minimis .
impact on our business histolrically and we do not anticipate these matters will present any material
risk to our business in the future. Notwithstanding, we cannot predict the outcome of any such
lawsuits or the involvement _Fwe might have in these matters in the future.

On November ;27, 2006, the |U.K. Heaith and Safety Executive (“HSE”) issued a criminal summons
charging our U K. subsidiary with a violation of the Health and Safety at Work Act. The charge
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24. Contingencies and Litigation (continued)

relates to a legionella outbreak that is claimed to have originated at cooling towers owned by one of
the subsidiary’s customers. The legionella outbreak is believed to have resulted in two fatalities and
multiple injuries. The customer is also charged.

On January 2, 2007, the HSE issued a second criminal summeons charging our U.K. subsidiary with a
violation of the Health and Safety at Work Act. The second charge relates to the entry of one of the
subsidiary’s employees into a claimed confined space at a customer site. The employee claims injuries
as a result of entry into the confined space. The customer is also charged.

Beginning on May 16, 2003, we received subpoenas from the U.S. Department of Justice for
*documents and testimony relating to our storage of claimed hazardous materials, the claimed leakage
of wastewater and other matters at our plant in Garyviile, Louisiana. We have settled this matter in
principal, admitting no fault, but making a payment of less than $0.1 million 10 the Louisiana

Department of Environmental Quality.

In the ordinary course of our business, we are also a party to a number of lawsuits and are subject to
various claims relating to trademarks, employee matters, contracts, transactions, chemicals and other
matters, the outcome of which, in our opinion, should not have a material effect on our consolidated
financial position. However, we cannot predict the outcome of any litigation or the potential for future
litigation. Were an unfavorable ruling to occur, there exists the possibility of a material adverse impact
on the results of operations for the period in which the ruling occurs. We maintain accruals where the
outcome of the matter is probable and can be reasonably estimated.

25, Quarterly Results of Operations (Unaudited) - - .
' First Second " Third Fourth
Quarter . - Quarter Quarter Quarter
2000 ' : S
Netsales ............. P HR $849.4 - $891.0 - - $9154 - $9468
Costofproduct sold . ........................ ‘ 471.1, 4935.6 5023 507.5
Business optimization expenses................ 38 . 1.8 30 0.9
Earnings before income taxes and minority .
interests........... e 184 37.7 48.6 61.0
Netearnings.........ouivreeiriiannanneennns : 3.8 215 30.7 379
Net earnings per share: Coe :
BasiC.:.............. RO e, $ 0.06 $ 015 $ 021 $ 026
Diluted. ................. e $ 0.06 5015 $ 021 $ 026
| First | Second ' Third Fourth
Quarter Quarter'™ Quarter Quarter
2005 C ' ‘
Netsales................. [ $777.6 $836.3 $834.9 $863.6
Costof productsold......................... 4128 . 480.3 457.9 481.2
Business optimization expenses. . . .. e 08 17.0 35 43
Earnings (loss) before income taxes and
minority interests........... e 21.9 (7.3) 37.1 45.1
Net earnings (loss). ................c..ootlL. 11.0 (5.8) 17.4 252
Net earnings (loss) per share: . ,
Basic...... ... $ 0.08 $(0.04) $§012 . $018
Diluted. ... .o et $ 0.08 $(0.04) -+ $ 012 $ 017

(1) Earnings (loss) before income taxes and minority interests include a $10.7 million charge
($6.6 million after tax) for inventory write-offs. :
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ITEM 9., CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING

None.

ITEM 9A. CONTROLS AND PROCEDURES

(a) Eval@ation of disclosure controls and’ procedures. ' t

(b) Management’s Report on Internal Control over Financial Reporting

(c)

ITEM 9B. OTHER! INFORMATION

. AND FINANCIAL DISCLOSURE

Our chief executive officer and chief financial officer, after evaluating ‘t_ﬁeveffectiveness of our
“disclosure controls and procedures” (as defined in the Securities Exchange Act of 1934
Rule;s 13a-15(e) and 15d-15(e)) as of the end of the period, have concluded that our
disclosure c'ontrolts and procedures were effective and designed to ensure that material
information relating to Nalco Holding Company and its consolidated subsidiaries would be .

made known to them by others within those entities as appropriate to allow timely decisions

AR .
régarding required disclosures.
H I_- . . Lt . ¥

..

Our' management: is responsible for establishing and maintaining adequate internal contro} over
financial reporting, as such term is defined in Securities Exchange Act of 1934 Rules 13a-15(f)
and '15d-15(f). Under the supervision and with the participation of our management, including the
Chief Executive Officer and Chief Financial Officer, an evaluation of the effectiveness of our
internal’ control aver financial reporting was conducted as of December 31, 2006 based on.the
framework in. Internal Control — Integrated Framework issued'by the Committee of Sponsoring
Org'anizations of the Treadway Commission (COSO). Based on that evaluation, management -
concluded that our internal control over financial reporting was effective as of '

December 31, 2006. . , S .

Maﬁagement’s assessment of the effectiveness of our‘internal control over financial reporting as of
December 31, 2096 has been audited by Ernst & Young LLF, an independent registered public
accounting firm, as stated in their report, wﬁicli is included in Item 8. s
Changes in internal controls over financial reporting. : N

There were no c}danges in our internal controls over financial reporting that occurred during
the fourth quarter of 2006 that'have materially affected, or are reasonably likely to'materially
affect, our internal ‘controls over financial reporting. ' C

v ~
Tk

There was no information required to be disclosed in a report on Form 8-K ‘during the fourth quarter

“of 2006 that was not previously reported.
[ . - ‘i : 1

.t . 4

! .
- s - - - - . -

W . -
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"PART IIT -

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Information regarding our executive officers is included in Item 1 of Part I of this report.

Information with respect to our directors, included under the headings “What is the composition of
the Board of Directors and how often are members elected?”, “Who are this year’s nominees?”,
“Class II Directors — Terms Expiting in 2009”, and “Class I D1rectors — Terms Expmng in 2008 in
the Proxy Statement,"is incorporated herem by reference

Information with respect to the Audit Commlttee and Audit Comnnttee ﬁnanc1a1 experts 1ncluded
under the heading “What are the committees of the board"” in the Proxy Statement, is meorporated
herein by reference. .o . iy : woL o

Information regardlng Sectlon 16(a) comphance mcluded under the headmg “Sectlon 16(a) Beneficial
Ownership Reporting Comphance in the Proxy Statement, is 1ncorporated herein by reference.

Information regarding our code‘ of ethlcs 1ncluded under the headlné “Cocle of Ethlcal Busmess
Conduct and Officer Code of Ethlcs” in the: Proxy :Statement, is incorporated herein' by reference.

‘e LT [ e [ PO b

ITEM 11. EXECUTIVE COMPENSATION ’ o e WAt L £ e T

P ) - . r It e e b

Information with respect to compensatron of our executive officers and dlrectors mcluded under the
heading “COMPENSATION-DISCUSSION AND ANALYSIS” in the Proxy Statement is
incorporated herein by reference I o . - S

] r . v L ! + PR P VI

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS -

under the headmg “STOCK OWNERSHIP INFORMATION” in the Proxy Statement, is
incorporated herein by reference. C e . .-

H

Information with respect to the number of shares of our common stock that could be issued under
equity compensation plans as of December 31, 2006, mcluded in the table t1tled YEQUITY
COMPENSATION PLAN INFORMATION” in the Proxy Statement is 1ncorporated herein by
reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR
INDEPENDENCE. : PUTT

: Lovy .
Information regarding certain relationships and related transactions,“ and director independence,
included under the headings “How does the Board determine which directors are considered
independent?” and “Are there any other material business relationships with entities associated with
any of the Company’s Directors or Executive Officers or any other “related persons”?” in the Proxy
Statement, is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Information with respect to principal accounting fees and services, included under the heading “What
fees did the Company pay to Ernst & Young LLP for audit and other services for fiscal years 2006
and 20057” in the Proxy Statement, is incorporated herein by reference.
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, C s PART IV e S ‘>

| ' . . ‘
ITEM 15, EXHIBITS FINANCIAL'STATEMENT.SCHEDULES' - o . |

(a) (1) F’manc1al Statements

A :
The following consolidated financial statements of Nalco Holding Company and subsu;hanes
are filed as part of this report under Item 8 — Fmancml Statements and Supplementary
Data

! Consohdated Balance Sheets — - December 31 2006 and 2005
.o : 'Consohdated Statements of Operatlons —_ Years ended December 31, 2006 2005 and
ce 2004 _ o [P Sy

Consohdated Statements of Shareholders’ Equity — Years ended December 31y 2006,
2005 and 2004 . R ..

1

¢

Consohdated Statements of Cash Flows —_ Years ended December 31, 2006 2005-and

AT
' _‘_‘:; 2004‘{&‘ . .o PR Y VR FIRETRE A AT
. i Notes to Consolidated Financial Statements
(a) (2) fimanmal statement schedules: o ST e !

A Schedule I - Condensed Financial Information : ' ‘
Schedule 11 - {Valuation and Qualifying Accounts : ‘ C

All other ﬁnancza} staterent schedules.are not required under the relevant instructions or
are mapphcable and therefore have been omitted.

|
|
|
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Schedule I - Condensed Financial Information
Nalco Holding Company:(Parent C'om[;'aliy.-Only)' woa

Condensed Balance Sheets ™ - ‘
"+ December 31, 2006 and 2005 liew. o0 0

b e - o(dollars in millions) < s 0l oyl
December 31, December 31,
w W oy L NI AL 20_06 ,rz 2005 -
(o TR TR B § —
Investment in'subsidiaries . ....... A0 0 o oL LonleTer o gssi e ,,) 680.3
Deferred tax asset................ J P - 86 "' 277
Total Assets . ...........ccc0in..s e In e s e e 98937 $708.0
Notes payable to subsidiaries .... ... S ‘s 28 ¢ $ 25.
Total shareholders” equity . ... . i it oo gint e ey ue e e v et 8909, 4., 705.5
Total Liabilities and Shareholders’ Equity . ...................... $893.7 "o $708.0
-"J.;‘-;‘. LT LM ‘ - e T
See accompanying note to condensed financial statements.+ %, ,>. ., s i
LRGN
s i | 1 P! . ' ! '5 o F '
3 ¥ ] - b !
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Schediile I = Condensed Financial Information — Continued

Nalco Holding Company (Parent Company Only)

‘ Condensed Statéements of Operatlons
Years ended Deceinber 31,2006, 2005 and 2004
(dollars in "millions) ‘

N '%‘; RS | ) A. ' Years ended December 31
N . 7 2006 2008 2004
Net Sales| . . . .. - § — $ — '8 —
Operatmg costs and expenses: : . C Co
Selhng, administrative, and‘research expenses e : — - 0100 T —
Total operating costs and expenses . . . .. e v = s 1.0 v
Operating earnings (1OSS) + vt - (L0) ; .=
Equity in' earnings (1osses) of sub51d1ar1es e . ..883 388 (155.9)
‘Other expenses ....................... PUDUURUIPR ' (V5 ) RN (1 1) B —
Interest 1Pcome from subsidiaries ....... [ e — =, 04
Interest expense o sub51d1ar1es ....... J - (02 N (158) =
Earmngs{(loss) before INCOme taxes . . ..vvvvreerrenn. e 88,0 368 ' (155.5)
Income tax provision (benefit) . ................ i 10.9 110y .. _-.(16.7)
Net earnings (1088) .. | ..o oviuiroi e .. $989 1 ~$478 - $(138.8)
d I Lo r T el T
oot i - . il ¥ ¥ .
N . i ' See accompanying note to condensed financial statements.
|
' L ‘ v
!
| .
1 N [ )
J
|
!
1
!
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Schedulerl - Corjdensed Financial Information - Continued
Nalco Holding Company (Parent Company Only)

Condensed Statements .of Cash Flows §
Years ended December 31,-2006, 2005 and 2004
(dollars in millions)

1 - o ’ ) Years ended December 31
2006 . 2005 2004
Operating activities e : ST et
Net earnings (10ss)............ e e $989 .. $478 $(138.8)
Non-cash adjustments. .......................... e o 0992) e o(497) ¢, 1392
Net cash provided by (used for) operating activities.........: 5. (03) ... _ (1.9). 0.4
* Investing activities : o N
Acquisition of Ondeo Nalco Group ....... e, L o = =
Investment in subsidiaries = ........ e P — — B (186:2)
Advances from subsidiaries......... e A ... 03 "l 18 07
Net cash prov1deH by (used for) investing activities .. ........ 03 ‘ f' 1.8 - _(185.5)
"Financing activities : . . o -
Proceeds from offering of common stock net..... P S = ' C— . 72058
Capital contributions (distributions), net. ... ... [ — - _(535.3) .
Net cash provided by financing activities ................... -~ — 185.2
Increase (decrease) in cash ... ... U BT ) — (0.1) 0.1
Cash at beginning of period. .................. ... ... ..., — 0.1 —
Cash at the end of period ......................... P $ — F — 8 _01

See accompanying note to condensed financial statements.
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Schedule 1 - Condensed Financial Information - Continued
o , Nalco Holding Company (Parent Company Only)

Note t¢ Condensed Financial Statements

. - T

1. Basis of Presentatlon

Under the terms of agreements governing indebtedness of cértain sub51d|arles of Nalco Holdmg ey

Company (the “Company™), such subsidiaries are restricted from making dividend payments, loans or
advances to the Compalny Although the Company was not formed until June 2004, if the Company’
had been in ‘existence a's of December 31, 2003, these restrictions would have resulted in the restricted
net assets: (as defined m Rule 4- 03(3)(3) of Regulation $- X) of the Companys subsidiaries exceedmg
25% of the consohdated net assets of the Company and its subsidiaries. Schedule T presents the "~
condensed financial mformanon of the Company as if it had been in existence as of December 31,
2003. Schedule T is denved from the financial statements of Nalco Holdings LLC, which was the
previous parent company as of December 31, 2003, which Nalco Finance Holdings LLC owns 100%

subsequent to January 14, 2004.

The unaudited ﬁnanmal statements for Nalco Holding Company (Parent Company Only) summarize
the results of operatlons and cash flows for the years ended December 31, 2006, 2005 and 2004; and .’
the ﬁnanc1a] position as of December 31, 2006 and 2005. In these statements, the Company’s
investment in subsidiaries is stated at cost plus equity in undistributed earnings of subsidiariés since
the date of aCCILllSlthﬂ l November 4, 2003. The Companys share of net income of its unconsolidated
sub51d1arles is mcluded! in consolidated income using the equity method. The. Nalco Holdmg Company
statements should be read in conjunction with the consolidated financial statements of Nalco Holding
Company,; and subsndla'rles .
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* Schedule II = Valuation and Qualifying Accounts
Years Ended December 31, 2006, 2005 and 2004

- Other Changes

Adc.l‘i;ioﬁs Increase (Decrease)
_ Balance at  Charged to  Charged to Currency Balance at
: *Beginning  Costs and  * Other Translation " Endof
(dollars in millions) ., of Period  Expenses Accounts Adjustments:  Other Period
Year Ended December 31, 2006 _
Allowance for doubtful accounts ..  $16.6 $51 $ — $11. $G8Y §$19.0
Deferred tax asset valuation ~ . o ' -
_allowance...........cooo.... Lo 514 - (24) 0 L2219 41 Cc— w752
Year Ended December 31,2008 S o
Allowarnce for doubtful accounts ..., .§211  $28  § — 09) .. (69N, $166 ,
Deferred tax asset valuat1on et . o e -
allowance ........... PR PR o4l (18 119% (28) - — . 514
Year Ended December 31, 2004 . o . RN : :
Allowance for doubtful accounts 1. $21.0  §29 1§ — - 067 (3. 4)“) $21 1
Deferred tax asset valuation S , ' e .
allowance . ..........cooouvn... 35.6 0.2 3.7 . 46 0 —.0 44, 1
A , * ’ ] . . ] =
(1) Account write-offs net of recoveries. ‘
(2) Reclassification from deferred tax assets. ' SO - . ‘

(3)- Additional allowance, resulting from the Acqu1smon charged to goodwﬂl of $O 6 and recla551ﬁcat10n
from deferred tax assets of $11.3.

. . . . r
(RO HED .o ‘ .

Sy
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(a)(3) Exhibits required to be filed by Item 601 of Regulation S-K: '

Exhibit

Number ’ E i.- T

L B T

21, Stock Purcna_se Agreement among Naleo Holdmgs LLC (formerly. known as
o Blackstone/Neptune Acqu151tlon Company L.L.C)), Leo Holdmg Company and Nalco
. Internattonal SAS, dated as of August 31, 2003, whtch is incorporated herein by
! reference from’ Exlublt 2. 1 of the Registration ; Statement on Form S$-4 of Nalco

| Company filed on May 17, 2004 (File No, 333- 115560) C L

31 0 -Amended and’ Restated Certtﬁcate of Incorporatton of Nalco Holding Company, which is
' _mcorporated herein by reférence from ‘Exhibit 3.1 on Form 8 K of Nalco Holding
Company ﬁled on November 18, 2004 (F1le No: 001 32342) ~ “_ .

| Amended and Restated Byiaws of Nalco Holding Company, which are- incorporated
! herein byjreference from Exhibit 3.2 on Form 8-K of Nalco I—Ioldmg Company ﬁled on
T November 18 2004 (F1le ‘No. 001- 32342) o

32

. - . 1 Vo

41 4 Form of Certlﬁcate of Common Stock, Wthh is 1ncorporated herein by reference from
v EXhlblt 4. 1 of Amendment No. 2 to the Registration Statement on Form S-1 of Nalco

' Holding Company filed on_ October 13, 2004 (File,No. 333-118583)., -

Indenture, dated as of May 1, 1998, between Nalco Chemical Company, and The Chase
b Manhattain Bank; which is mcorporated herein by reference from Exhibit 4:1 of the
. 15 Reglstratton Statement on.Form S-4;of Nalco Company filed on May./17, 2004 {(File No.
| 333- 115560) . PR Apl ST ' . O i T

43 . First Supplemental Indenture dated as of December 3, 1999, by and between Nalco
..."-  Chemical! Company and The Chase Manhattan Bank, which is incorporated herein by
_ .. reference|from Exhibit 4.2 of the Registration- Statement on Form S-4 of Nalco
' Company filed on May 17,-2004 (File No. 333-115560). . IR i

44, ! Senior Notes Indenture, dated,as, of iNovember 4, 2003, among_Nalco Company, the

T _Guarantors named therein and The Bank of New York, as Trustee, which is incorporated
herein by reference from-Exhibit 4.3 of the Registration Statement .on Form S-4 of
Nalco Company filed on May 17, 2004 (File No. 333-115560). ,*.> 1

|
45 - - Senior Notes Supplemental Indenture, dated as of- November.12, 2003, among Nalco
- -Company, the guarantors named therein and The;Bank of New York, as Trustee, which
Ppeis mcorporated herein; by reference. from: Exhibit 4 4 of the Registration Statement on
| Form S-4 of Nalco Company filed on May 17, 2004 (File No, 333-115560).,

46 | Senior Subordinated Notes Indenture, dated.as of November 4, 2003, among Nalco
- Company, the Guarantors named therein and The Bank: of New.York, as Trustee, which
s mcorporated herein by reference from Exhibit 4.5 of the. Registration Statement on
Form S-4'of Nalco-Company filed on May 17, 2004 (File No. 333-115560). -

4.2

4.7 Senior Subordlnated Notes Supplemental Indenture, dated as of November 12, 2003,
4 - among Nralco Company, theiguarantors named therein and The.Bank of New York, as
-, Trustee, Wthh is incorporated herein by reference from,Exhibit 4.6-of the Registration
. Statement on Form S-4 of Nalco Company filed on May 17, 2004 (File No,.333-115560).
48 ‘Indenture dated as of January 21, 2004 among Nalco Finance Holdmgs LLC Nalco

i

|

{ Finance Holdmgs Inc. and The Bank of New York, as Trustee, which is' incorporated
: herein by reference from Exhibit 4.7 of the Registration Statement on Form S$-4 of

' Nalco Company filed on May 17, 2004 (File No. 333-115560).
l

I
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Exhibit
Number

10.1

10.2

10.3

10.4

105

10.6

10.7

10.8

333-115560).

e ‘ AR I

Credit Agreement, dated as of November 4, 2003, among Nalco Holdings LLC, Naleo
Company, as U.S. Borrower, the Foreign Subsidiary Borrowers from time to time party
thereto, the Lenders party thereto, Citigroup Global- Markets*Inc and Banc of America
Securities LLC, as Global Coordinators, Cmcorp North ‘América; Tné.; as Administrative
Agent, Bank of America, N.A., as Documentation Agent Deutsche Bank Secumtes Inc,,
J.P. Morgan Securities Inc., Goldman Sachs Credit Pariners L.P. and UBS Securities
LLC, as Co-Syndication Agents Cmgroup ‘Global Markets In¢., Bafic of America
Securities LLC, Deutsche Bank Securities Inc;, J.P. Morgan, Secuntles Inc,, Goldman
Sachs Credit Partners L.P. and UBS Securmes LLC, as Joint Lead Arrangers and Joint
Book Managers, which is 1ncorporated herein by, I reference. from Exhibit 10.1 of the
Registration Statement on Form S 4 of Nalco Company ﬁled on May 17 2004 (Flle No.
333- 115560) L

uUs. Guarantee and Collateral Agreement, dated as of November 4 2003 among Nalco
Holdings LLC, Nalco Company, each domestic subsidiary of Nalco Holdings LLC named
therein and Citicorp North-America, Inc., as Collatéral Agent; which i§ incorporated
herein by-reference from Exhibit 10.2 of the Registration*Statement on Form S-4 of
Nalco Company filed on May 17, 2004 (File No. 333-115560).

Guarantee Agreement, dated as of ‘August 31, 2003, between Suez-and'*
Blackstone/Neptune Acquisition Company L.L.C., which is 1ncorporated herein by
reference from Exhibit 10.3 of the Registration: Staternent on*Form 5-4 of Nalco
Company filed on May 17, 2004 (File No. 333-115560). s

Non-Competition Agreement, dated as of November 4; 2003 between Suez and

"Blackstone/Neptune Acquisition- Company L.L. C, ‘'which is mcorporated herein by

refefencé from Exhibit 10.4 of the Registration-Statement on Form §-4 of Nalco
Company filed on May 17, 2004 (File No. 333-115560).

Reimbursement Agreement dated as of November 4, 2003 between Suez and Nalco
Company,-which is incorporated herein by reference from Exhibit 10.5 of the
Registration Statement on Form S 4 of Nalco’ Company ﬁled on May 17, 2004 (File No.
333-115560). :

Sublease Agreement, dated as of November 4;-2003 between Leo Holding Company, as
sublandiord and Ondeo Nalco Company, as'subtenant, which is incorporated herein by
reference from Exhibit 10.6 of the Registratiori’ Statement on Form 54 of Nalco
Company filed on May 17 2004 (Flle No. 333-115560). - :

Transaction Fee Agreement, dated as of November 4, 2003, amohg Nalco Company,
Goldman, Sachs & Co., ‘Apollo Management V, L.P, and Blackstone Management
Partners IV'L.L.C., which is incorpérated herein by reference from Exhibit 10.7 of the -
Registration Statement on Form $-4 of Nalco Company filed on ‘May 17, 2004 (File No.
333-115560).

N

Monitoring 'Fee Agreement dated as of November 4, 2003;-between Nalco Company,
Blackstone Management Partners IV L.L.C., Apollo-Management V, L.P. and Goldman,
Sachs & Co., which is incorporated hercin by reference froin Exhibit 10,8 of the
Registration Statement on Form S-4 of Nalco Company filed on May 17, 2004 (File No.

o - L 4t
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Exhibit
Number

109 °

10.10

Amendment No. 1 dated as of November 4, 2003 to the Monitoring Fee Agreement,

.+ dated as of November 4, 2003, among Nalco Company, Blackstone Management Partners
1V L.L.C. £ Apollo Management V, L..P. and*Goldman, Sachs & Co. which is incorporated
*herein by reference from Exhibit 10.9 of the Registration Statement on Form 8-4 of

. Nalco Company filed on May 17, 2004 (File No. 333-115560). -

Sponsor Semces Agreement, dated as of November 16, 2004, amending and restating
the Momtonng Fee Agreement, among Nalco Company, Blackstone Management
Partners IV L.L.C., Apollo Management V, L.P. and Goldman, Sachs & Co., which is

. incorporated herein by reference from Exhibit 10.2 on Form 8-K of Nalco Holding

' Company filed on November 18, 2004 (File No. 001-32342).

10.11
10.12

10.13*

10141 >

10.15 .

[

10.16 | -

1017 ..

1018 .

10.19

Severance, Agreement, effective as of January 1, 2004, between Nalco Company and
William J.! Roe, which is incorporated herein by reference from Exhibit 10.10 of
Amendment No. 2 to the Registration Statement on Form $-4 of Nalco Company filed
on August 11, 2004 (File No. 333-115560).

Employment Agreement effective as of November 1 2003, between Nalco Company
and Bradley J. Bell, which is mcorporaled herem by reference from Exhibit 10.11 of the
Reglstratlon Statement on Form S-4 of: Nalco Company filed on May 17, 2004 (Ftle No.
333- 115560)

Severance Agreement, effective as of J uly 1 2005 between Nalco Company and
. Gregory N Nelson.

Recewablles Purchase Agreement, dated as of June 25, 2004, among Nalco Company,

' Nalco Energy Services, L.P. and Nalco Rccetvables LLC, which is incorporated herein by

reference [from Exhibit 10.16 of Amendment No. 2 to the Registration Statement on
Form S-4lof Nalco Company filed on August 11, 2004 (File No. 333-115560).

Recelvables Transfer Agreement, dated as of June 25, 2004, among Nalco Receivables
*-LLC, Nalf:o Company, JPMorgan Chase Bank and the several transferees and funding
agents party hereto from time to time, which is incorporated herein by reference from

. Exhibit 10 17 of Amendment No. 2 to the Registration Statement on Form §-4 of Nalco
Company filed on August 11 2004 (Ftle No. 333- 115560)

- Employment Agreement, dated as of August 3, 2004, between Nalco LLC and William
H. Joyce, 'whtch is incorporated herein by reference from Exhibit 10.18 of ‘Amendment
No. 2 to the Registration Statement on Form 3-4 of Nalco Company filed on

August 11 2004 (Flle No 333-115560). : :

Nalco LLC 2004 Unit Plan, which is mcorporated hereln by reference from Exhibit 10.24
of the Reglstratlon Statement on Form S$-1 of Nalco Holding Company filed on
August 26, 2004 (File No. 333-118583). .

Nalco LLC Limited Liability Company Operating Agreement dated May 17, 2004,
which is 1ncorporated herein by reference from Exhibit 10.25 of the Registration

' Statemient on Form $-1 of Nalco Holding Company filed on August 26, 2004 (File
No. 333-118583).

tos

Warrant Agreement, which is incorporated herein by reference from Exhlblt 10.4 on

~ Form 8- K of the Nalco Holding Company filed on November 18, 2004 (File

No. (01-32342).
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Exhibit
Number

10.20,

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29*
10.30*

10.31

Registration Rights Agreement, dated as of November 16, 2004, among Nalco Holding
Company, Nalco LI.C and the other parties named therein, which is incorporated herein
by reference from Exhibit 10.1 on Form 8-K of the Nalco Holding Company ﬁled on
November 18, 2004 (Flle No. 001-32342). . oo

Stockholders Agreement, dated as of November 16, 2004,”between Nalco Holding '
Company and Nalco LLC, which is incorporated herein by reference from Exhibit 10.3
on Form 8-K of the Nalco Holdmg Company ﬁled on November 18 2004 (Flle

No. 001-32342). . - . N Lol :

Nalco Holding Company 2004 Stock Incennve Plan which is 1ncorporated herein by
reference from Exhibit 10.5.on Form 8-K of Nalco Holding Company filed on

November 18, 2004 (Ftle No, 001-32342). ..

Management Members Agreement (Class A umts) dated, as of June 11, 2004, between
Naleé LLC and William H. Joyce, which i is 1ncorporated herein by reference from
Exhibit 10.30 of the Registration Statement on Form §-1 of Nalco Holding Company
filed on-August 26, 2004 (File No. 333-118583).

Management Members Agreement (Class.. A ‘units), dated as of June 11, 2004, between
Nalco LLC and Bradley J. Bell, which is mcorporated herein by reference from Exhibit
10.31 of the Registration Statement on Form S-1 of Nalco Holding Company filed on
August 26, 2004 (File No. 333- 118583)

Management Members Agreement (Class A units), dated as of June 11, 2004, between
Nalco,LLC and William J. Roe, which is incorporated herein by reference from.Exhibit
10.32 of the Registration Statement on Form $-1 of Nalco Holding Company filed on
August 26, 2004 (File: No. 333-118583). , o

Management Members Agreement (class B, class C and class D Units) dated as of
June 11, 2004, between Nalco LLC and William' H. Joyce, which is incorporated herein
by reference from Exhibit 10.35 of the Registration Statement on Form S-1: of Nalco
Holding Company filed on August 26, 2004 (File No. 333-118583). .

Management Members Agreement (class B, class C and class D Units), dated as of
June 11, 2004, between Nalco LLC and Bradley J.'Bell,"which is incorporated herein by
reference from Exhibit 10.36 of the Registration Statement on Form $-1 of Nalco-
Holding Company filed on August 26; 2004 (File No. 333-118583).

Management Members Agreement (class B, class.C and class D Units), dated as of
June 11, 2004, between Nalco LLC and William J. Roe, which is incotporated herein by
reference from Exhibit 10.37 of the Registration Statement on Form S-1 of Nalco ., .
Helding Company. filed on August 26, 2004 (File No. 333-118583),

Non-Qualified Stock Option Agreement dated as of May 6, 2005, between Nalco
Holding Company and Gregory N. Nelson. i

Form of Nalco Company Death Beneﬁt Agreement and Addendum to Death Benefit

‘Agreement, effective January 17, 2005, between Nalco Company and Gregory N. Nelson

Form of Nalco Holding Company 2004 Stock Incentive Plan Restncted Stock Unit
Agreement, which is incorporated herein by reference from Exhibit 99.2 on Form S-8 of
Nalco Holding Company filed on February 7, 2005 (File No. 333 -122582).

112 o




Number

-10.32

1033

10.34
10.35
1036

.

1037

e

"1038

1041 -
" . * reffective|May 26, 2005, between Nalco Holding Company and Rodney F. Chase, which is
) mcorporated herein by reference from Exhibit 99.1 on Form 8-K of Nalco Holding

- Company filed on May 27, 2005 (File No. 001-32342). - "'.‘ '

10.42 .

Managemlent Incentive Plan of Nalco’Company (as amended and restated May 4 2006),
which is incorporated herein'by reference from Exhibit 99.1 on Form 8-K of Nalco
Holding- Company filed on May 8, 2006 (File No. 001-32342). * « . '

e l ‘4
Long Term Cash Incentive Plan of Nalco Company, which is lncorporated herein by
reference1from Exhibit 99.2 on Form 8-K of Nalco Holdmg Company ﬁled on "

March 1; 2005 (Flle No. 001- 32342) ‘ "4

Nalco Ho]dmg Company 2004 Stock lncentwe Plan Restncted Stock Unit Agreement,
effective February 18, 2005, between Nalco Holding Company and Daniel S. Sanders,
which is 1ncorporaled herein by reference from Exhibit 10:37 of the Annual Report
Form 10-K Nalco Holding Company filed on March 24, 2005 (hle No. 001 -32342).

Nalco Holding Company 2004 Stock Incentive Plan Resmcted Stock Umt Agreement,
effective February 18, 2005, between Nalco Holding Company and Douglas A. Pertz,
which is mcorporated herein by reference from Exhibit 10.38 of the Annual Report’
Form 10- K Nalco Holding Company filed on March 24, 2005 (Filé No: 001-32342).

Nalco Holdmg Company 2004 Stock Incentive Plan Restricted Stock Unit Agreement,
effective February 18, 2005, between Nalco Holding Company and Leon D. Black, which
is 1nc0rporated herein by reference from Exhibit 10.39 of the Annual Report Form 10-K
Nalco Holdmg Company filed on March 24, 2005 (File No. 001- -32342):!

L Nalco Holding Company 2004 Stock Incentive Plan Restricted Stock Unit Agreement,
- effective February 18, 2005, between Nalco Holding Company and Paul H! O’Neill,

_ which is incorporated herein by reference from Exhibit 10.40 of the’ Annual Report

¢ -Form 10- K Nalco Holding Company filed on March 24, 2005 (Fl]e No. 001-32342).

Nalco Holdmg Company 2004 Stock Incentive Plan Restncted Stock Umt Agreement,

_effective February.lS 2003, between Nalco Holding Company and Chinh' Chu, which is

mcorporated herein by reference from Exhibit 10.41 of the Annual Report Form 10-K
Nalco Holdmg Company filed on March 24, 2005 (File No. 001-32342).

Nalco Holding Company' 2004 Stock Incentive Plan Restricted Stock Unit Agreement,

-effectwe erbruary 18, 2005, between Nalco Holding Company and Joshua'Harris, which
s mcorporated herein by reference from Exhibit 10.42 of the Annual Réport Form 10-K

Nalco Holdmg Company, filed on March 24, 2005 (File No. 001- -32342).
Nalco Holding Company 2004 Stock Incentive Plan' Restricted Stock Unit Agreement,

" effective iINovember 14, 2005, between Nalco Holding Company and Sanjecv Mehra,

assigned jto 'Goldman Sachs Group, Inc., which is incorporated herein by reference from
Exhibit 99 1 on Form 8-K of Nalco Holding Company filed on November 15, 2005 (File
No. 001- 32342)

Nalco Holding Company 2004 Stock' Incentive Plan Restricted Stock Unit Agreement,

Nalco H(!)ldmg Company 2004 Stock Incentive Plan Restncted Stock Unit Agreement,
effectweIMay 26, 2005, between Nalco Holding Company and Richard B. Marchese,
which is mcorporated herein by reference from Exhibit 99.2 on Form 8-K of Nalco
H.oldmg Company ﬁled on May 27 2005 (Flle No 001 32342) s
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Exhibit
Number

1043

10.44

1045

1046

- 10.47

10.48

10.49

10.50

" 10.51

¥

Death Benefit:-Agreement and Addendum, effectwe May 26, 2005, between Nalco | .
Company and William H. Joyce, which is incorporated herein by: reference from Exhibit
99.3 on Form 8-K ‘of Naico Holding Company filed on May 27, 2005.(File

No. 001-32342). |
[

. 'The Nalco Company Supplemental Proﬁt Sharing Plan effectwe May 1, 2005, between

Nalco Holding Company and William H. Joyce, which is incorporated herem by
reference from Exhibit 99.1 on Form 8 K of Nalco Holdmg Company ﬁled on
'May 11, 2005 (Ftle No 001- 32342). i

Form of Nalco Company Death Beneﬁt Agreement and Addendum 1o Death Benefit
Agreement, which is incorporated herein by reference from Exhibit 99.2 on Form 8-K of
Nalco Holdmg Company filed on May 11, 2005 (Ft]e No. 001 32342)

L)

Change of Control Employment Agreement effectrve May 10 2005, between Nalco
‘Holding Company -and: William H. Joyce, which is incorporated-herein by reference from

* " Exhibit 99.3 on Form 3-K of Nalco Helding Company filed on -May 11, 2005 (File

- No.001-32342).

: Form of Nalco Holdmg Company 2004 Stock Incentlve Plan Restrtcted Stock Unlt

Agreement, which is incorporated herein by reference from Exhibit 99-1 on Form 8K of
‘Nalco Holding Company filed on February, 15, 2006 (File No. 001-32342). .

Amendment No..3, dated as of October 19, 2005, to the Credit Agreement, dated as of
November 4, 2003, among Nalco Holdings LLC, Nalco Company, as U.S. Borrower, the
- Foreign Subsidiary Borrowers from time to time party thereto, the Lenders party

. thereto, Citigroup Global Markets Inc. and Banc of America Securities LLC, as Global

Coordinators, Citicorp North America, Inc., as Administrative Agent Bank of America,
‘NA; as Documentation Agent Deutsche 'Bank Securities Inc) J.P. Morgan Securttles

_Ing;, Goldman Sachs Crédit Partners L.P. and UBS Securities LLC ‘as Co-Syndication

'rAgents Cmgroup Global Markets Inc., Banc of America Securities LLC, Deutsche Bank
Securities Inc., J.P. Morgan Securities Inc., Goldman Sachs Credit Partners L.P. and UBS
-Securities LLC,.as Joint Lead Arrangers ¢ and Joint Book Managers, which is o
1ncorporated herein by reference from Exhibit 10.2 on the Quarterly Report on ,

Form 10-Q of Nalco Holdmg Company filed on November 14, 2005 (File No. 001-32342)

Amendment No. 2, dated as of May 31, 2005, to'the Receivables Transter Agreement
dated as of June 25, 2004, among Nalco Receivables LLC, Naico Company, JPMorgan
Chase Bank and the- several transferees and funding agents party.hereto from time to
time, which is incorporated. herein by reference from Exhibit 10.] on.the Quarterly |
. Report on Form 10-Q of Nalco Holdmg Company filed on August 15,2005 (File No.
001-32342). . C S

Amendment No. 3, dated as of September 30, 2005, to the Réceivables Transfer | -
Agreement dated as of June 25, 2004, .among Nalco Receivables- LLC, Nalco Company,

1.+ JPMorgan Chase Bank and the several.transferees and funding agents party hereto from '

time to time, which is incorporated herein by, reference from Exhibit 10.1 on the |
Quarterly Report on Form 10-Q of Nalco Holdlng Company ﬁled on November 14, 2005
(Flle No 001- 32342) . E

Amendment No. 1, dated as of December 30 2003, to the Nalco LLC letted Llablllty
Company Operatmg Agreement dated May 17, 2004, which is incorporated herein by
reference from Exhibit 10.51 of the Annual Report Form 10-K Nalco Holding Company
filed on March 2, 2006 (File No. 001-32342).
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Exhibit

Numb:

er

NI

1052

10.53 !

10.54

. 1 "
10.55

1056 .,

10.5

P e B

. .lfii

" 106

9

0

.

-Nalco Holdlng Company 2004 Stock Incentive Plan Restrictéd Stock Unit Agreement
(2006 Grant) effective February 15, 2006, between Nalco Holdlng Company and Chinh
- E. Chu, Wthh is 1ncorporated herein by reference from Exhibit 10.52 of the: Annual

Report Form 10-K Nalco Holding Company filed on March 2,'2006 (Flle No. 001-32342).
Nalco Holdmg Company 2004 Stock Incentive Plan Restrlcted ‘Stock Umt Agreement

- (2006 Grant) effective February 15, 2006, between Nalco Holding Company and Joshua

J. Harris, whlch is 1ncorporated herein by reference from Exh1b1t 10, 53.of the Annual
Report Form 10-K Nalco Holdmg Company filed on March 2, 2006 (Flle No. 001- 32342)

Nalco Ho]dmg Company 2004 Stock Inéentive Plan Restrictéd Stock Unit Agreement

- (2006 Grant) efféctive February 15, 2006, between Nalco Holdiig Company and Sanjeev

Mehra, ass'lgncd to Goldman Sachs Group, Inc;, which'is incorporated herein by
reference from Exhibit10.54 6f the -Annual Report Form 10 K Nalco Holdmg Company

filed on Mar¢h' 2, 2006° (Flle No 001 32342)

P

Nalco Holdrng Company 2004 Stock Incentlve Plan Restrlcted Stock Unrt Agreement

.- (2006, Grant) effective February. 15, 2006 between Nalco Holdmg Company and Rodney

E Chase whrch is 1ncorporated herein by reference from Exhibit 10.55 of the Annual

Report Form 10-K Nalco Hold1ng Company filed on March 2, 2006 (Ftle No. 001-32342) .

Nalco Holdrng Company 2004 Stock Incentive Plan Restrlcted Stock Unit Agreement

: ;(2006 Grant) effective February 15, 2006, between Nalco Holding Company and

*001- 32342) o " s
Nalco Hol'dmg Company 2004 Stock Incentlve Plan Restrrcted Stock Unit Agreement

Richard B' Marchese, which is incorporated herein by reference from Exhibit 10.56 of
the Annual Report Form: 10 K Nalco Holdmg Company ﬁled on March 2, 2006 (F11e No.

|-|,'

(2006 Grant) effective February 15, 2006, between Nalco Holdmg Company and Paul H.
O’Neill, whlch i§ incorporated herein by reference from Exhibit 10.57 of the Annual
Report Form 10-K Nalco Holdrng Company filed on March 2, 2006 (Frle No. 001-32342).

Nalco Holdlng Company 2004 Stock Incentive Plan Restr1cted Stock Umt Agreement
{2006 Grant) effective February 15, 2006, between Nalco Holdlng Company and
Douglas A Pertz, which is incorporated herein by reference from Exhibit 10.58 of the
Annual’ Report‘Form 10-K Nalco Holdmg Company ﬁled on: March 2, 2006 (File No.
"001- 32342) T .

. _‘.,’ : ’ - f:n“ Lo
Nalco Holdlng Company 2004 Stock Incentlve Plan Restricted Stock Umt Agreemcnt
(2006 Grant) efféctive February 15, 2006, bétwéen Nalco® Holding Company and Daniel

=+ 8. Sanders which is incorporated herein by reference froni Exhibit-10.59 ‘of the Annual

Teetf

' Report Form 10-K Nalco Holding Company filed on- March 2 2006 (Flle No. 001-32342).

Ommbus Amendment dated as of December 31, 2005; Amendment No 1 to the
Recelvables Purchase Agreement, dated as of June 25, 2004, among Nalco Company,
Nalco Energy Services, L.P. and Nalco Receivables LLC, dhd Amendment No. 4 to the
Recewables Transfer Agreement, dated a$ of June'25, 2004, among Nalco Receivables

. LLG, Nalco Company, JPMorgan Chase Bank and ‘the several transférees and funding

agents parlty hereto from time to time, which is ifcorporated herein- by reference from
Exhibit 10 60 of the Annual Report Form 10-K Nalco Holdmg Company filed on -

"1 ‘March 2, 2006 (File No. 001-32342).
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Exhibit
Number

10.61

1063

10.64

10.65
10.66

-10.67

10.68 -

1069 -

e

. Amendment No. 5, dated as of December 31, 2005, to the Receivables Transfer

- Agreement, dated as of June 25, 2004, among Nalco Receivables LLC, Nalco Company,

JPMorgan Chase'Bank and the several transferces and funding agents. party hereto from .
time,to time, which is incorporated herein by reference from Exhibit 10.61 of the
Annual Report Form 10-K Nalco Holding Company filed on March 2, 2006 (Frle No.
001-32342). B " ’
Amendment No. 4, dated as of February 22, 2006, to the Credit Agreement dated as of

‘ 'November 4, 2003, among Nalco Holdings LLC, Nalco Company, as U.S. Borrower, the

Forergn Subsidiary Borrowers from time to time party thefeto, the Lenders” party

-thereto, Citigroup Global Markets Inc. and Banc of America Securities LLC, as Global

.,‘Coordmators=C1t1corp North Amerlca Inc., as Administrative ‘Agent, Bank of America,

N.A as Documentatlon Agent, Deutsche Bank Securities Inc., J.P. Morgan Securities

. Inc, Goldman Sachs Credit Partners L.P. and UBS, Securities LLC, as Co-Syndication

Agents, Citigroup Global Markets Inc., Banc of America,Securities. LLC, Deutsche Bank
Securities Inc., J.P. Morgan Securities Inc., Goldman Sachs Credit Partners L.P. and UBS
Securities LLC as Joint Lead Arrangers and ‘Joint Book Managers, whrch is

"incorporated herein by reference from Exhibit-10.62 of the Annual Report Form.10-K

Nalco Holdmg Company filed on March 2, 2006 (File No. 001 32342)

s

‘ Management Members Agreement (C]ass A units), dated as of June 11, 2004, between

Nalco LLC and John L. Gigerich, which is incorporated herein by reference from "

" Exhibit 10.63 of the Annual Report Form 10 -K Nalco Holdmg Company filed on

March 2, 2006 (Flle No 001- 32342)

Consuilting Agreement effectwe as of July 19, 2006 between Nalco Company and John
L. Gigerich, which is incorporated herein by reference from. Exhibit 99.1 of Form 8 K
Nalco Holdlng Company filed on July 20, 2006 (File No. 001—32342)

.Nalco Holding Company 2004 Stock Incentive Plan Restricted Stock Unit Agreement

{2007 Grant), effective February 15, 2007, between Nalco Holding Company and Chinh
E. Chu, which is mcorporated herein by reference from Exhibit 99.1 on Form 8-K of

"“Nalco Holdmg Company filed on February 20 2007 (File No. 001- -32342). BT

- Nalco Holding Company 2004 Stock Incentlve Plan Restricted Stock Unit Agreement :

- (2007 Grant), effective February 15, 2007, between Nalco I—Ioldmg Company and Joshua

- Nalco Holdmg Company 2004 Stock- Incentrve Plan Restrlcted Stock Umt Agreement

1. Harris, which is incorporated herein by reference from Exhibit 99.1 on Form 8-K of
Nalco Holdmg Company filed on February 20 2007 (Frle No 001- 32342)

1

(2007. Grant), effective February 15, 2007, between Nalco Holding Company and San]eev
Mehra, assigned to Goldman Sachs Group, Inc; which is incorporated herein by
reference from Exhibit 99.1 on Form 8-K of Nalco Holding Company filed on

" Fébruary « 20 2007 (Frle No. 001-32342) ' (B

Nalco Holdmg Company 2004 Stock Incentive Plan Restrlcted Stock Unit Agreement

- (2007 Grant), effective February 15, 2007, between Nalco Holding Company and Rodney
- F. Chase, which is incorporated herein by reference from Exhibit-99.1 on Form 8-K of

Nalco Holding Company filed on February 20, 2007 {File No. 001-32342). .-

Nalco Holding Co'rnpany 2004 Stock Incentive Plan Restric_ted Stock Unit Agreement
(2007 Grant), effective February 15, 2007, between Nalco Holding Company and
Richard B. Marchese, which is incorporated herein by reference from Exhibit 99.1 on

Form 8K of Nalco Holding Company filed on February 20, 2007 (File No. 001-32342).
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‘Nalco Holdmg Company 2004 Stock-Incentive Plan Restricted Stock Unit Agreement

(2007 Grant) effective February 15, 2007, between Nalco Holding Company and Paul H.
O’Neill, Wthh is incorporated herein by reference from Exhibit 99.1 on Form 8-K of
Nalco Holciimg Company filed on February 20, 2007 (Flle No. 001—32342)

RIENTY "

Nalco Holdlng Company 2004 Stock Incentive’ P]an Restrlcted Stock Unit' Agreement
(2007 Grant) effective February 15, 2007, between Nalco 'Holding Company and
Douglas A| Pertz, which is incorporated herein by reférence from Exhibit 99.1 on
Form 8-K ?f Nalco Holding Company filed on February 20, 2007 (File No. 001-32342).

Nalco Holdmg Company 2004 Stock Incentive Plan Restricted Stock Unit Agreement

(2007 Grant) effective February 15, 2007; between Nalco Holding Company and Daniel
S. Sanders, which is incorporated herein by reference from Exhibit 99.1 on Form 8-K of
Nalco Holdmg Company ﬁled on Februaty 20 2007 (Flle No 001 -32342).

Separatton Agreement dated as of June 30 2006, between Nalco Company and Phrllppe

"F. Creteur A ‘ et h

Management Members Agreement (Class A units), dated as of June 11, 2004, between

. Nalco LLC and Philippe F. Creteur.

Management Members Agreement (class B, class C;and class D.Units), dated as of
June 11, 2004, between Nalco LLC and, Philippe F. Creteur : .

Amendment to the Management Members Agreement, dated as of June 30, 20086,
between Nalco LLC and Philippe F. Creteur.

Separation Agreement dated as of July 14, 2006, between Nalco Company and Mark W,
Irwin, - .

Management Members Agreement (Class A units), dated as of June 11, 2004, between
Nalco LLC and Mark W. Irwin. '

' Management Members Agreement (class B, class C and class D Units), dated as of

June 11, 2004 between Nalco LLC and Mark W. Irwin,

Amendment to the Management Members Agreement, dated as of June 1, 2006,
between Naico LLC and Mark W. Irwin. -

Amendment No. §, dated as of December 15, 2{]06 to the Credit Agreement, dated as of
November 4 2003, among Nalco Holdings LLC, Nalco Company, as U.S. Borrower, the
Foreign Subsrdlary Borrowers from time to time party thereto, the Lenders party
thereto, Cltlgroup Global Markets Inc. and Banc of America Securities LLC, as Global
Coordmators Citicorp North America, Inc., as Administrative Agent, Bank of America,
N.A., as Documentatlon Agent, Deutsche Bank Securities Inc., J.P. Morgan Securities
Inc., Goldman Sachs Credit Partners L.P. and UBS Securities LLC as Co-Syndication
Agents, Cmgroup Global Markets Inc., Banc of America Securities LLC, Deutsche Bank
Securities I|nc J.P. Morgan Securities Inc., Goldman Sachs Credit Partners L.P. and UBS
Securities LLC, 'as Joint Lead Arrangers-and Joint Book Managers.

Expatriate 'Agreement, dated as of November 15, 2005, between Nalco Company and
Gregory N! Nelson.

Severahce Agreement effectlve as of January 1, 2004, between Nalco Company and

Philippe Creteur.
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Severance Agreement, effective as of ] anuary 1, 2004, between Nalco Company and
Mark Irwin.

Active Subsidiaries of Nalco Holding Company
Consent of Ernst & Young LLP

Certification of the Chairman and Chief Executive Officer pursuant to Rule 13a;14(a) of

Securities Exchange Act of 1934, as adopted pursuant to Sectlon 302 of the
Sarbanes-Oxley Act of 2002. :

Certification of the Executive Vice President and Chief Financial Officer pursuant to
Rule 13a-14(a) of Securities Exchange Act of 1934, as adopted pursuant o Section 302
of the Sarbanes-Oxley Act of 2002.

Certification of W1lham H. Joyce, our Chairmarn and Chief Executive Officer, and
Bradley J. Bell, our Executive Vice President and Chief Financial Officer, pursuant to 18

U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

- ]

*  filed herewith T ot

Shareholders may obtain copies of Exhibits without charge upon written request to the Corp‘orate
Secretary, Nalco Holding Company, 1601 West Dieh]l Road, Naperville, IL 60563.
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SIGNATURES

Pursuant to the requ1rements of Sectlon 13 or 15(d) of the Secuntles Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly

aluthorlzedi

et J;i' A ’ |I.’JE
i
i
;
i
|
i

|

Date: Marchl 2007

NALCO HOLDING COMPANY

(Registrant)

By: /sy BRADLEY J. BELL .

Bradley J. Bell

Executive Vice President and Chief Financial Ofﬁcer

(Principal Financial Ofﬁcer)

Pursuant to the requ1rextnents of the Securities Exchange Act of 1934, thls report has been 51gned
below by the following, persons on behalf of the registrant and in the capacities 1nd1cated on

March 1, 2007

{:v-‘ R

Siggature 1
fs! WILLIAM H LIOYCE

Wllham H Joyce
fs/ BRADLEY J'BELL

. Bradley J. Bfe]l
/s/ FREDERIC JUNG

. Frederic Jung .
fsf RODNEY F CHASE

Rodney E ChLase
fs/ CHINHfE! CHU

y Chinh E Chu
sl ] OSHUA 1. HARRIS

Joshua_ J. Harris
/s RICHARD  B. MARCHESE

Rlchard B. Mal;chese
/s/ SANJEEV K. MEHRA

Sanjeev K. M?hra
/s/ PAUL H"O’NEILL

'Paul H. O'Neill
/s/ DOUGLAS A.PERTZ

Douglas A. Pertz
fsf DANIEL S. SA’NDERS

Daniel S. Sanders
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Title

Chalrman of the Board and
Chief Executive Ofﬁcer

Executive Vice Pre81dent,

Chief Financial Officer and Treasqrer

Controller

Di'yec'tlor g '

-,[SiIecIor

Director R

Director L
- ]E)irector

C !‘r- -

Directolr' .

DiIector

Director
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Exhibit 21,1 L
Active Sub51d1arles of Nalco Holdlng Company

Adecom’ Quimica Lida. oo -7 ‘Brazil" " -

Derypol SA = "'+ T b S © Spain T T
Katayama Nalco Inc. Japan o

Nalco (Shanghai) Trading Co. Ltd. g e People’s Republic of Chma
Nalco Anadolu Kimya $Sanayii Ve Ticaret AS' N Turkey

Nalco Argentina S.R.L. e Argentina

Nalco Australia Pty. Ltd. B o Australia

Nalco Belgium NV/SA o o Belgium

Nalco Brasil Ltda, .. . e - .Brazil

Nalco Canada Co.” =~~~ o T Canada

Nal¢o Company ' A o Delaware

Nalco de Colombia Ltda ' Colombia

Nalco de Mexico, §. de R.L. de C.V. Mexico
Nalco-Deutschland GmbH - TR Lot oo 4 v Germany v v e ss
Nalco Egypt, Ltd. - -+ . r o L st oo L Egypt . a
Nalco Egypt Trading _ Egypt S
Nalco Energy Services Equatorial Gumea LLC : Delaware

Nalco Energy Services Marketing Limited ' - United Kingdom

Nalco Espanola, S.A. Spain .*

Nalco Europe B.V. . . Netherlands 0

Nalco Finance Holdmgs LLC - Delaware - e
Nalco Finland OY ' . Finland Lo

Nalco France . oL : . France - * . ,

Nalco Gulf Limited . .,.- - R T Jersey | '

Nalco Hellas S.A. _Greece .. .

Naico Hong 'Kong'Lirﬂiied . o Hong Kong ) R N
Nalco Hungary KFT Hungary '
Nalco Industrial Services Chile Limitada « Chile : .

Nalco Industrial Services Malaysia SDN BHD - ‘ Malaysm - -
Nalco Industrial Services {Su Zhou) Co. People’s Repubhc of China
Nalco Industrial Services (Thailand) Co. Limited . Thailand .

Nalco Italiana SrL ” “Ttaly- R
Nalco Japan Co., Ltq ’ . Japan - .

Nalco Korea, Ltd ' “Koréa“

Nalco Limited United ngdom

Nalco Netherlands B.V. ., Netherlands

Nalco New Zealand Limited ' - “New Zealand -, - -~
Nalco Norge A/S Norway

Nalco Oesterreich Ges:m.b.H. _ . ~f» " Austria

Nalco Pacific Private, Ltd. - Singapore.

Nalco Receivables LLC . Delaware

Nalco Saudi Co. Ltd.* e Saud1 Arabla

Nalco Taiwan Co., Ltd. Taiwan' -

Nalco Two, Inc. = . | - Delaware ;

Nalco Venezuela SCA . . ‘ “Venezuela, | ., -

Nalco ZAO - Russia ~

NLC Nalco India Limited ' India” " -
Oekophil AG ' ‘Switzerland -

PT Nalco Indonesia : Indonesia

The names of the Company’s other subsidiaries are omitted because, considered in the aggregate as
a single subsidiary, such subsidiaries would not constitute a significant subsidiary as of December 31, 2006.

[
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Exhibit 23:1 _ oo
1 ' 4
Consent of Independent Registered Public Accounting Firm \

We consent to the incorporation by reference in the Registration Statement (Form $-8 No.
333-122582) pertaining to the Nalco Holding Company 2004 Stock Incentive Plan and the Registration
Statements (Form 5-1 No 333-126642, Form.S-1 No. 333-118583 and Form-S-3 No. 333-130715) of
Nalco Holding Company and in the related Prospectus of our reports dated March 1, 2007, with
respect to the consollda'ted financial statements and schedules of Nalco Holding Company, Nalco
Holding Company management’s assessment of the effectiveness of internal control over financial
reporting, and the effectlveness of internal control over financial reporting of Nalco Holding
Company, included in this Annual Report (Form 10-K) for the year ended December 31, 2006.
/st Ernst & Young LLP|, . o

L
Chicago, Illinois
March 1, 2007
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Exhibit 31.1

CERTIFICATION PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, William H. Joyce certify that:.. . . . ._ g | ‘ .
1. I have reviewed this annual report on Form 10-K of'Nalco Holdmg Company;

2.  Based on my knowledge, this report does not contain any untrue statement of a matenal fact
.or omit to state a material fact necessary to make the statements made, in light of the
circumstance under which such statements were made, not misleading with respect to.the
period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in
this report, fairly represent in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this
report; .

4. The registrant’s other certifying officer and T are responsible for establis‘hing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and
15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entmes particularly during the period in which this report is being
prepared,

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of.the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
| quarter in the case of an annual report) that has materially affected, or is reasonably likely
| to materialiy affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent
- . evaluation of internal control over financial reporting, to the registrant’s auditors and the
i audit committee of the registrant’s board of directors {or persons performing the equivalent
i functions):

(a). All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial mformatlon and

(b) Any fraud whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal control over financial reporting.

Date: March 1, 2007

/S/ William H. Joyce
Name: William H. Joyce
Title: Chairman and Chief Executive Officer
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Exhibit 31'.2

CERTIFICATION PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

, 1, Bradley J. Bell, certify that: .

. | : o 1
1. T have!reviewed this annual report on.Form 10-K of Nalco Holding Company;

2. Based;on'my knowledge, thisireport does not contain any untrue statement of a material fact or
omit to state a matérlal fact necessary to makeé the statements made, in light of the circumstance
under Wthh such statements were made not mlsleadmg with respect to the period covered by this
reportI o

., Based|{on my knowl'e'dge the financial statements, and other financial information included in this
report, fairly represent in all material respects the financial condition, results of operations and
cash ﬂows of the reglstrant as of, and for, the periods presented in this report;

o

4, The reglstrant S other certlfymg ofﬁcer and I are responsible for establishing and maintaining
dlsclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
and mternal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d- 15(f)) for the reglstrant and have:

(a) Demgned such disclosure controls and procedures or caused such disclosure controls and
procedures to lbe designéd under our supervision, to ensure that material information
relatmg to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the perlod in which this report is being
prepared;

_(b) Designed suchI internal control over financial reporting, or caused such internal control over
. ﬁlnancial reporting to be designed under our supervision, to provide reasonable assurance
. regarding the 'rehablhty of financial-reporting and the preparation of financial statements for
elxternal purposes in accordance with generally accepted accounting prmc1ples

" () Evaluated the|effectiveness of the registrant’s disclosure controls and procedures ‘and
presented in t}'ns report our conclusions about the effectiveness of the disclosure controls and
, p_rocedures, as of the end of the period covered by this report based on such evaluation; and

(d) Dlsclosed 1 thls report any change in the registrant’s internal control over financial reporting
that occurred durmg the registrant’s most recent fiscal quarter (the reglstrants fourth fiscal
guarter in the|case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

'5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
~of 1nternal control over financial reporting, to the registrant’s auditors and the audit commlttee of
the reglstrant s board of directors (or persons performmg the equivalent functions):

(a) Al significant|deficiencies and material weaknesses in the design or operation of internal
control over ﬁlnanmal reporting which are reasonably likely to adversely affect the registrant’s
ablllty to record, process, summar1ze and report financial information; and

(b) Any fraud, whether or not matenal that involves management or other employees who have
a mgmﬁcam role in the registrant’s internal control over ﬁnanc1al “reporting.

Date: Marlch 1, 2007
/S/ Bradley J. Bell

Name: Bjradley J. Belll
Title: Executive Vice President and Chief Financial Officer




Exhibit 32.1 ' NP

CERTIFICA-TION PURSUANT TO SECTION 906.-
OF THE SARBANES-OXLEY ACT OF 2002

William H. Joyce, Chairman and Chief Executive Officer of Nalco Holding Company (*Nalco™) -
and Bradley J. Bell, Executive Vice President and Chief Financial Officer of Nalco, in conjunction
with the filing of Nalco’s 10-K financial report (the “Report”) with the Securities and Exchange
Commission, covering the period ending December 31, 2006, hereby certify, pursuant to-18 U. S. C.
§1350, as adopted pursuant to §906 of the Sarbanes—Oxley Act of 2002, as follows: -

a. The Report fully complies with the requ1rernents of Séction 13(a) or 15(d) of the Secuntles

Exchange Act of 1934, and

b. The information in the Repdrt fairly presents in all material respects the financial condition
++  and results-of operatlons of Nalco S ‘ Gl e

LSRN I R S - .

o /S/ William H. Joyce :
L o William H. Joyce R
U ' i

,
- e . ":| o

Chairman’and Chicf Executive Ofﬁcer '~'

Date March L1 2007 o

'/S/ Bradley J. Bell -

R

" Bradley J. Bell

P

‘Executive Vice President and Chlef
Financial Officer o ' C
Date: March 1, 2007 o

[ S, weo Lo _ . } soranr oL . L {

-,-_':-i‘,.". ,,." P T A v

A signed original of this writtén statement Tequired by §906 has been provaded to Nalco Holdmg
Company and will be' retained by Nalco Holding Company and furnished to the Sécurities and
Exchange Cqmmlsslon or its staff upon request. :

D T

L o S




[THIS PAGE INTENTIONALLY LEFT BLANK.].



[THIS PAGE INTENTIONALLY LEFT BLANK.]




Shareholder Information

designed by curran & connars, inc. / www.curran-connors.com

Board of Directors

Dr. William H. Joyce
Chairman and Chief Executive Oﬁ' icer

Rodney F. Chase
former Deputy Group Chief Exectitive of BP

Chinh E. Chu
Senior Managing Director of
The Blackstone Group

Joshua ). Harris
founding partrer of
Apollo Advisors, L.P.

Richard B. Marchese !

former Vice President, jChlef Frnancml'
Officer and Jreasurer of
Georgia Gun‘f Corporauon

Sanjeev K. Mehra
Managing Director
Galdman, Sachs & Co.

Paul H. O'Neil |
former Chairman and Chief Executive
Officer of Alcoa Inc. .

Douglas A, Pertz
former Chairman and Chief Executive
Officer of IMC Globallinc.

Oaniel 5. Sanders
former President of ExxonMob:f |
Chermnical Company

Corporate Headquarters
Nalco Holding Company
1601 West Diehl Road
Naperville, IL 60563-1198
1.630.305.1000

investor Relations

Financial analysts and investors should
direct inquiries to:

Mike Bushman

Division Vice President,
Communications and Investor Relations
Nalco Holding Company

1601 West Diehl Road

Naperville, IL 60563-1198
1.630.305.1025

mbushman@nalco.com

Stock Exchange Listing
Nalco Holding Company common stock

is listed on the New York Stock Exchange '

under the symbol NLC.

Transfer Agent

Computershare Trust Company, N.A.
PO. Box 43023

Providence, RI 02940-3023
1.877.282.1168 (U.5.) .
1.781.575.2723 (outside U.5))

www.computershare.com

Independent Auditors
Ernst & Young LLP

Sears Tower

233 South Wacker Drive
Chicago, IL 60606-6301
1.312.87%.2000

WWW.CY.Com

“ Form 10-K

Coples of the Company's annuat report
on Form [0-K, as filed with the Securities
and Exchange Commission, and other
public financial information are available
free of charge upon written request to
our Investor Relations contact. These
filings are also available through the
Investor Relations section of our Web
site; www.nalco.com.

Web site

The Nalco Web site, www.nalco.com,
includes information about cur Company
including investor relations, corporate
governance, ethics information and
news releases.

Ethics

Our Code of Ethical Business Conduct
is available through the Corporate
Governance section of our Web site:
www.nalco.com. You may report any
concerns 1o an objective third party. You
have the option of remaining anonymous.
By phone: From the U.S. ang Canada you
can call toll free 1.888.749.1949. From
other countries call 1.770.582.520! collect.
You can also make a report on the
Web at www.tnwinc.com/webreport/.

Executive Certifications

MNalco Holding Company has included as
Exhibits 31.1 and 31.2 to its 2006 annual
report on Form [0-K filed with the
Securities and Exchange Commission
certificates of Nalco's Chief Executive
Officer and Chief Financial Officer certi-
fying the guality of the Company's public
disclosure. Nalco's Chief Executive Officer
has also submitted to the New York Stock
Exchange (NYSE) a certificate certifying
that he is not aware of any viclations by
Nalco of the NYSE corporate governance
listing standards.

Forward-Looking Statement

|
If you are interested in Nalco Holding Company stock, management recommends that. at a minimum, you read the Company’s current annual report and |0-K, 19-Q and B-K reports to the
Securities and Exchange Commnsslon {SECY over the past year. The Company's recent proxy statement for the annual meeting of shareholders also contains important information. These
and other materlals that have been filed with the SEC are accessible through the Company’s Web site at www.nalco.com and are alsc available at the SEC's Web site at www.sec.gov.

Investors are caytioned that all statements in thls document that relate to the future are forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Secuntlcs and Exchange Act of 1934 and invalve risks and uncertainties, and are based on assumptions that the Company believes in good faith are reasonable but which
may be materially d\ﬂ'erent from actual results Forward .looking statements give the investor our expectat\ons or forecasts of future events. You can |dent|fy these statements by the fact

that they do net relate only to hlstoncal or current facts. They may use the words "anticipate,” “estimate.” "expect,” "project,

meaning in connection with future events or future operating or financial performance.

intend,” “plan,”

“believe,” and other words of similar

Forward-| Iookmg statements may lnvolve known and unknown risks, uncertainties and other factors, which may cause the actual resuts to itfer materially from those projected, stated or
implied depending on many factors, |nc|ud|ng, wnhuut limitation, those risk factors identified in tem 1A and the Managament Discussion and Analysis section of our current 10-K. Other
factors besides those Ilsted in the 10-K may also adversely affect the Company and may be material 1o the Company. Accordingly, there can be no assurance that the Company will meet
future results performance or achievements expressed or implied by such forward-looking statements. This statement is included to provide safe harbor for forward-locking statements,

which are not generally reqmred to be publicly revised as circumstances change. and which the Company does not intend to update.




North America:

Nalco Holding Company

1601 West Diehl Road

Naperville, lllincis 60563-1198 USA
Tel: 1.630.305.1000

Energy Services:

7705 Highway 90-A

Sugar Land, Texas 77478 USA
Tel: 1.281.263.7000

Europe:

Nalco Europe B.V.
Ir.G Tjalmaweg |
2342 BV Qegstgeest
The Netherlands
Tel: 31.71.524.1100

latin America:

Nalco Brasil LTDA

Av. das Nagoes Unidas 17.891
6° Andar

04795-100—S3o Paulo 5P Brazil
Tel: 55.11.5644.6500

Pacific:

Nalco Pacific PTE. LTD.

2 Internaticnal Business Park
#02-20 The Strategy Tower 2
Singapore 609930

Tel: 65.6861.4011
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